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ROYAL WINS 


When you ‘‘Compare the 
Work” of the New Easy-Writing 
Royal, its superiority is estab- 
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You control your taxes! 


You can handle a transaction one way and incur a taxable gain. 
The same transaction can be handled in another way—and the 
“gain” will not be taxable. It is within your control as to which 
method shall be used. Scores of these money-saving tax plans are 
clearly explained in the Alexander FEDERAL TAX SERVICE, in 
the new exclusive section entitled 


“TAX CONTROL METHODS” 


Savings of hundreds of dollars in taxes can be made this year by selecting the proper method of 
entering into, completing, and recording your ordinary everyday business transactions. The in- 
formation you need to take the necessary tax-saving steps is readily found in the “Tax Control 
Methods” section of the Alexander Federal Tax Service. Here you see: 


—How you can reduce the amount of your liability for the new 
tax on your “undistributed earnings.” 

—How you can save taxes by replacing preferred stock with an- 
other type of obligation. 

—How taxes can be saved by making a change in the usual form of 
Resolution declaring a dividend. 

—HOW CERTAIN DEDUCTIONS AND LOSSES CAN BE CAR- 
RIED FORWARD FROM ONE YEAR TO THE NEXT. 

—How mortgage losses can be taken IN FULL even though the 
Government considers them a capital loss subject to $2,000 
limitation. 

—How fractional liquidations can be made in a manner which will 
at the same time secure a credit against undivided profits. 

—and scores of other practical tax-saving plans, based on valid 
rulings and decisions and other official citations. 


“Tax Control Methods” is available only as part of the Alexander Federal Tax Service—a 
loose-leaf, constantly up-to-date guide to Federal tax savings. ‘Through this Service you get every 
bit of available information and guidance on ALL Federal taxes . . . . see how they apply to your 
own business circumstances . . . . see what you must do to control your tax liabilities. 


Mail the coupon below TODAY for further information regarding how you can profitably 
use the Alexander Federal ‘Tax Service in your business as a practical daily guide to tax economy. 


THE ALEXANDER PUBLISHING COMPANY, INC. 
60 Wall Street, New York, N. 


THE ALEXANDER PUBLISHING CO., INc. 
60 Wall Street, New York, N. Y. 


Without cost or obligation, you may send further details regarding the Alexander Federal 
Tax Service—the only TAX-SAVING Service available today. 
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SILENT-SPEED CALLULATOR 


@ REVERSIBLE MULTIPLICATION and COMPARISON 
DIVISION ...both fully automatic ... simplicity itself. 


@ NEW SILENT SPEED... 1200 C.P.M.* produced by a 
unique continuously flowing mechanism...without noise, 

@ ALL-ELECTRIC OPERATION with ONE-HAND KEY- @ POSITIVE ELECTRIC CLEARANCE regardless of carriage 
BOARD CONTROL... responsive to feather touch. position... by the mere touch of a key. 


@ AUTOMATIC ELECTRIC TWO-WAY SHIFT smoothly @ DIALS FOR ALL 3 FACTORS in perfect alignment for 


glides the carriage in either direction. instant checking of all factors. 


25 years of single-minded devotion to the ideal of easier, more accurate figuring has 
developed this newest MARCHANT. Its ATTRACTIVE STREAMLINE APPEAR- 
ANCE, CONVENIENT DESK PORTABILITY and DEPENDABLE DURABILITY bring 
to your office the most modern, most usable and most enduring calculation service 
ever developed. Write for Booklet ‘‘M’’. 

*Calculating-speed Per Minute. 


MARCHANT CALCULATING MACHINE COMPANY 


HOME OFFICE: OAKLAND, CALIFORNIA « Service and Sales throughout the world 
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Editorial Comment 


HEN more than four hundred followers of a 

particular calling assemble in a national meet- 
ing and for two days discuss their problems, cement 
friendships, and plan for betterment of procedures, 
the future of that particular calling seems bright. 
Controllership has just enjoyed that experience, and 
emerges from the observance of the fifth anniversary 
of its founding as a separate, distinct entity, with new 
vigor and a renewed determination to move on more 
constructively than ever in its work of formulating 
standards and promoting the interests of controllers, 
and through them, the interests of the business con- 
cerns with which they are connected. 

The birth and growth of this calling was described 
by one speaker, Mr. Ernest Leslie Osborne, as ‘one 
of the historic romances of our industrial economy.” 
He added that “private industry is enriched by the 
great contribution of The Controllers Institute of 
America.” 

The retiring president, Mr. Rodney S. Durkee, said 
that ‘‘it is perhaps best that The Institute should feel 
its way cautiously through the maze of traditions, 
laws, regulations, opinions and other factors affect- 
ing the controller’s work.” 

The incoming president, Mr. Paul J. Urquhart, 
pointed out that “the development of modern busi- 


ness has created a new science; and a new technician 
in that science in the person of the controller, whether 
he bears that title or not.” He added: “We shall try 
to grind the grist that comes to the mill as it comes, 
but all the time going ahead, progressively yet con- 
servatively, in keeping with that modesty which is 
one of the greatest personal attributes of a good con- 
troller.” 

Thus controllership, as a calling, passes its first 
important milestone in high feather, with flags fly- 
ing and a united spirit, with a most heartening rec- 
ord compiled in its first five years, and with inspir- 
ing prospects of future usefulness—the results of 
careful planning, of strict adherence to high ideals, 
of loyal support from controllers generally, of con- 
stantly growing enthusiasm on the part of those em- 
bracing this calling. 

It is a closely knit, firmly welded basis which has 
been laid. The future calls insistently. What will 
the coming five-year period write into history? 


UBLICATION of this issue of THE CONTROLLER 

was purposely delayed so that many of the valu- 
able papers presented early in the month might be in- 
cluded, and thus made available promptly for those 
who could not attend the annual meeting. 





PAGE 

Editotial  @Conimenit a oie nid che oko ee Sn Os 257 
A Practical Man’s Views Concerning Workings of Social 

SECA iy ciclo ao hee RS Hie ret ae eee ete’ 258 
Taxes under New Act May Be Two and One Half Times 

acme thiase OrOhG oc tera. ca hale case ae awe Gavele ave, 264 
Rising Prosperity Not To Be Greatly Affected by Elec- 

HLGRir FRGSUIER Gi org hccaccal Seer even ens coe her estate aan accl ois wort 270 
Efficiency and Greater Profits May Come from Robinson- 

ANNI INGE WS Ree cases neers ore me PP hef here AD ae DSS 275 


Contents for October, 1936 





PAGE 
Problems Arising from Undistributed Earnings Tax Not 
CFSE VUENES | 5. 3.x 3) oot ascetee Weng hae Ores een ee ee 279 
Retiring President Appraises Future of Institute........ 283 
Fifth Anniversary Meeting Voted Complete Success.... 285 
Paul J. Urquhart, New President, Says Controller Is New 
RGGHAIGIGN) oo5 5 5 ho. 4 5's, pooner nese eaannekes 286 | 
Outcroppings from Annual Meeting................. 288 | 
Form of Reports Required by Stock Exchange.......... 290 | 
Institute Activities and Communications............ 292-3-4 





$4.00 a year. Single copies, 50 cents each. 


not necessarily those of The Controllers Institute of America. 
Votume IV, No. 10 





THE CoNnTROLLER. Published monthly at One East Forty-second Street, New York City, by The Controllers Institute of America. Subscription 
Advertising rate card upon application. 
for publication, but will not be responsible for loss in transit or otherwise. 
ARTHUR R. Tucker, Editor. 


Copyright, 1936, Controllers Institute of America. 


The editor will be pleased to review manuscripts submitted 
The views expressed in the various articles are those of the Authors, 


Printed in U.S. A. October, 1936 












A Practical Man’s Views Concerning 
Workings of Social Security 


Separations Reports Advocated Instead of Indwidual Records—Amenican Plan Com- 
pared with Experience Abroad—Administration Must Be Simple and Inexpenstve— 
Amendments of Act Proposed—Large Reserve Fund Not Needed—By Mr. M. B. Fotsom. 


essing iene picture of 
what the Federal Social Security 
Act, and the various state unemploy- 
ment insurance laws, mean as they stand 
now, and the probable effects of their 
application in their present form, was 
presented to members of THE CON- 
TROLLERS INSTITUTE OF AMERICA by 
Mr. M. B. FoLsom, treasurer of East- 
man Kodak Company, at the annual 
meeting of The Institute October 5, at 
the Waldorf Astoria Hotel, New York 
City. 

Mr. Folsom brought to this task of 
informing controllers and other cor- 
porate executives what may be ex- 
pected when the laws go into effect, 
the results of several years of study 
and of service on various official and 
unofficial bodies concerned with these 
problems. In 1934-35 Mr. Folsom 
was a member of the Advisory Council 
on Economic Security. He is a member 
of the New York State Advisory Coun- 
cil on Unemployment Insurance, and a 
member of the Business Advisory 
Council of the Department of Com- 
merce. He has also made studies 
abroad of the workings of old age 
benefit and unemployment insurance 
laws. 

Mr. Folsom’s paper is in no sense 
political and his views as to the pro- 
visions of the Social Security Act and 
of the state laws on employment 
insurance, and as to the manner of ad- 
ministration of these laws, are put for- 
ward as practical comments by a busi- 
ness executive who has studied these 
problems carefully from a non-par- 
tisan point of view. 

This is a most important and con- 
structive contribution to the literature 
on these matters, which The Institute 
is pleased to present. 

—THE EDITor. 





For several years there has been a 
distinct trend of public opinion in this 
country for legislation which would 
provide greater security for those who 
are dependent in their old age and for 
those who become unemployed through 
no fault of their own. The Social 
Security Act of 1935 is the first attempt 
on a large scale of the federal govern- 
ment to meet this demand. Repre- 
sentatives of both parties voted for 
this legislation and both party plat- 
forms endorse social security legis- 
lation. While there is doubt as to the 
constitutionality of this act, we must 
expect that even if the present act is 
declared invalid some method will 
probably be found which wil! be con- 
stitutional. It is therefore very im- 
portant that controllers, who will have 
so much to do with the actual carrying 
out of these plans, understand the un- 
derlying principles and the adminis- 
trative problems involved so that they 
can assist in putting the administration 
on a sound basis. 

Many employers and others have 
felt that efforts by individuals through 
savings, and by employers through 
pension and unemployment plans, 
could provide this security for the in- 
dividual worker so that action would 
be necessary by the government for 
only a comparatively small percentage 
of the population. Definite progress 
has been made in this country in this 
direction, but the progress has not been 
fast enough. For instance, it is esti- 
mated that only about 15 per cent. of 
industrial workers are covered by pri- 
vate pension plans and only a handful 
of companies have unemployment 
benefit plans. It is also estimated that 
prior to the depression one-third of all 
persons over 65 years of age were de- 
pendent on others for support and 





well over half of this group are now 
dependent. 


Last LARGE COUNTRY To ACT 


While we hope that the greater part 
of the present load of unemployment 
is temporary, we must expect recur- 
rences of periods of unemployment in 
the future, and the old age problem is 
a permanent one. It is therefore a 
natural development that action must 
be taken by the government to provide 
greater security for the workers against 
these hazards. It is interesting to note 
that the United States is the last large 
industrial country to adopt social in- 
surance legislation. 

Other countries have had such legis- 
lation for a number of years. It was 
my good fortune to attend, as em- 
ployer representative from the United 
States, the International Labor Con- 
ference in Geneva this summer. While 
there I talked with a number of em- 
ployers from different countries regard- 
ing social insurance legislation and also 
with employers and bankers in Eng- 
land. I was much impressed with 
their statements that they consider such 
legislation desirable and that it has 
brought good results in their countries. 
They all stress, however, that the suc- 
cess of the plans depends to a very 
large degree on the kind of adminis- 
tration and the character of the per- 
sonnel. I was also impressed with a 
statement made by the best informed 
expert in the International Labor Of- 
fice, who is familiar with social security 
plans in many countries. The follow- 
ing is quoted from a recent report of 
his: 


“In every country experience has shown 
the need of as simple an administration as 
possible if it is desired to make a success 
of social insurance legislation. Criticism 
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directed at excessive paper work that is 
both involved and expensive is also dan- 
gerous and may ultimately be turned against 
the basic principles of social legislation.” 


All groups interested—employers, 
workers, the public generally—should 
be in accord on this important point 
as it is to the interest of all that the 
administration be kept on as simple 
and economical a basis as possible and 
free from political influences. 


CONTROLLERS CAN HELP HERE 

Controllers should play an important 
part in achieving this goal. They are 
familiar with the accounting methods 
and personnel records of employers 
and their advice should be of con- 
siderable value to the administrative 
authorities. In giving advice on spe- 
cific systems controllers should be care- 
ful to consider not only the effect on 
their individual company but also the 
effect on other employers and on the 
whole administrative system. 

As an illustration, some controllers 
without giving the matter much 
thought approved a plan for unem- 
ployment compensation which would 
involve furnishing a copy of the pay- 
roll to the state authorities so that the 
state could maintain current records 
for each employee. This would be 
an easy “out” for the controller but 
it would result in a tremendous cost to 
the state administration. 

As all of you are undoubtedly fa- 
miliar with the details of the Social 
Security Act, an analysis of it is un- 
necessary and only the administrative 
problem will be discussed. Attention 
will be called also to certain changes 
which are necessary in order to sim- 
plify the administration and also to 
strengthen the plans. 


UNEMPLOYMENT COMPENSATION 

There is no federal system of un- 
employment compensation contem- 
plated in the act and the administrative 
problems are all concerned with the 
state unemployment compensation acts. 
Fourteen states already have enacted 
legislation and if the federal act stands, 
ultimately the other states will prob- 
ably set up systems. All the state 
laws set up a tax based on payrolls 
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with benefits equal to a percentage 
(generally 50 per cent.) of the em- 
ployee’s earnings. 


FOREIGN SYSTEMS 

This system is quite different from 
that in England, for instance, under 
which the employer pays a fixed 
amount of ten pence a week for each 
employee, and the employee and the 
government match this contribution. 
Likewise, the benefits paid to the un- 
employed workers are the same, except 
that the benefit varies according to the 
number of dependents. The British 
system is much simpler to administer 
than our own and the stamp book 
system has been found quite satisfac- 
tory. 

In the office of our company in Lon- 
don, for instance, the payroll depart- 
ment keeps the stamp books of all the 
employees and affixes a stamp, of the 
same denomination for each employee, 
once a quarter. These books are turned 
in periodically to the administration 
office and new books obtained. Should 
the employee leave the company he 
takes the stamp book with him and a 
stamp is inserted for contributions up 
to the last day of employment. When 
he becomes unemployed he takes this 
book to the employment office and 
from this and previous books they de- 
termine to what benefit he is entitled. 
Their plan is quite flexible, seven dif- 
ferent methods of payment being 
available to the employer. 


STAMP Book SysTEM Nort 

WorRKABLE UNDER Our LAw 
The stamp book system, however, 
would not work for our present law. 
The contributions vary directly with 
earnings, and it would be necessary to 
keep a great number of different de- 
nominations of stamps which would 
greatly complicate the procedure. One 
of the disadvantages of the stamp sys- 
tem is the fraud risk, and this is one 
reason why France has abandoned 
stamp books for their pension system. 
While a homogeneous country such as 
England can reduce this risk to a mini- 
mum, the use of counterfeit stamps 
would probably be much more preva- 
lent in this country. Also, since our 
benefits are based on earnings rather 
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than contributions, the stamps could 
not be used to determine benefits. It 
might be advisable to consider the sim- 
plification of our system so that stamp 
books could be used, but this is a mat- 
ter for future discussion. We must 
consider the laws as they. now exist. 

The German system of unemploy- 
ment compensation is different in many 
respects from the British. The em- 
ployees are divided into three groups 
and the contribution rate is uniform 
for employees within each group. The 
benefits are also uniform for em- 
ployees in each group, but benefits vary 
in accordance with the number of de- 
pendents. The stamp book system is 
not used and the employer simply 
makes a payment to the labor office of 
a certain percentage of the payroll. 
No reports are made to the labor office 
regarding individual employees. When 
a worker becomes unemployed he re- 
ports to the labor office and is given a 
form on which the employer, with 
whom he has worked for the past 
26 weeks, fills in the wages earned. 
From this report the labor office de- 
termines the benefits. This separations 
report method has worked successfully 
in Germany for many years. 


PROPOSED PLANS—U. S. A. 

Two plans have been proposed in 
this country for the administration of 
state unemployment compensation acts. 
Under either plan, the employer re- 
ports monthly the total number of 
employees and the amounts of the pay- 
rolls during the month. Most of the 
states are providing for monthly col- 
lections although some will permit 
quarterly collections for certain classes 
of employers. The two systems differ 
however in regard to the record to be 
kept of the individual employees cov- 
ered by the act. Under one system a 
current record is maintained by the 
administration, of each employee, to 
which is posted hours and days worked 
and earnings. When the employee be- 
comes unemployed the administration 
obtains the data from this record and 
computes his benefits. This system 
has not been used in any of the prin- 
cipal unemployment systems abroad. 

The second system is based on the 
theory that the administration is not 
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concerned with data about the indi- 
vidual employee until he becomes un- 
employed, and hence this system re- 
quires only a separations report from 
the employer when the employee 
leaves. The separations report would 
show the days or weeks worked by the 
individual and the earnings record. A 
copy of the report would be furnished 
to the employee and one to the ad- 
ministration. The employee could also 
sign the report for verification. From 
this report the administration could 
calculate the benefits to which the 
employee is entitled. Most of the 
states which have announced their de- 
cisions have adopted the separations 
report system, but one state has 
adopted the current report system and 
other states have proposed it. 


SERIOUS OBJECTIONS TO CURRENT 
RECORDS SYSTEM 


The great majority of employers, 
controllers and others who have care- 
fully studied the two systems have 
found serious objections to the system 
of maintaining current records of in- 
dividual employees. A recent survey 
made by the New York State Em- 
ployers Conference showed that 92 
per cent. of the employers who re- 
plied—and they include employers 
who employ a majority of the workers 
in the state—favored the separations 
reporting system in preference to the 
other system. 

There is no necessity for the ad- 
ministration keeping an _ individual 
report of each employee. Many em- 
ployees will remain with the same 
concern for many years and a large 
proportion of employees are with the 
same company for more than two 
years. Under most of the unemploy- 
ment plans the benefits are based only 
on employment within two preceding 
years. Also, many employees who are 
laid off find other employment during 
the three weeks waiting period. Only 
a minority of employees will probably 
become eligible for benefits except dur- 
ing periods of deep depression and 
for many of these most of the employ- 
ment record would be useless because 
benefits are based only on recent em- 
ployment. The expense involved in 
maintaining this current record for 
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every employee would obviously result 
in a tremendous cost to the state. 
Two states, Wisconsin and New 
Hampshire, have already set up ad- 
ministrative machinery for the unem- 
ployment compensation laws. Wis- 
consin adopted the separations reports 
method with no current information 
received as to individual employees, 
the only current reports being the total 
payroll and the number of employees. 
New Hampshire on the other hand has 
set up a system under which a weekly 
record is maintained of the earnings of 
each employee covered by the system. 
A study of these two systems and 
their present status has just been pub- 
lished by the Social Science Research 
Council. The comparison between 
the two systems is very interesting. The 
Wisconsin system is simple to oper- 
ate, little difficulty is being experi- 
enced in collecting reports from the 
employers, and the records are main- 
tained up-to-date with little delays. 


WISCONSIN AND NEW HAMPSHIRE 
EXPERIENCES 

The situation in New Hampshire is 
quite different. Although there are 
only about 85,000 employees in New 
Hampshire under the act, it has been 
necessary to build up a considerably 
larger administrative force than in 
Wisconsin, where more than 400,000 
employees are covered. It is easy to 
understand why the New Hampshire 
system should cost more. New Hamp- 
shire is attempting to collect from 
employers weekly information on indi- 
vidual employees as to hours, earnings, 
lost time, and cause of lost time. This 
information is posted to ledger cards 
of individual employees. The em- 
ployee’s ledger has fourteen columns. 
In case employees are paid on a 
monthly basis the weekly equivalents 
must be given and to determine the 
weekly equivalent the monthly salary 
is divided by different factors depend- 
ing on the number of days in the 
month. To obtain such detailed in- 
formation from all employers regard- 
ing all their employees and to maintain 
the record in the state office nat- 
urally is a difficult task. None of this 
information regarding an employee 
will be of any use, as far as unem- 


ployment compensation is concerned, 
until he is laid off and becomes eligible 
for benefits after January 1, 1938. In 
the meantime it is a tremendous burden 
not only on the state but also on the 
employers. 


DIFFICULTIES ENCOUNTERED 
IN New HAMPSHIRE 

The report of the Social Science 
Research Council indicates that the 
administration is already having difh- 
culty in the operation of this system. 
They are finding a very high percent- 
age of errors and a very high per- 
centage of employers are not sending 
in the detailed information. It has 
been necessary for New Hampshire 
to send out fifteen field representatives 
to check up and assist the 1,700 em- 
ployers. Wisconsin has no such spe- 
cial men although field auditors will 
be sent to audit tax reports. The Wis- 
consin system is kept up to date while 
the New Hampshire system is quite a 
little behind. The report shows that 
the cost per employer at present in 
Wisconsin is about one-third that in 
New Hampshire, and the per em- 
ployee cost is about one-fifth of that 
of New Hampshire. The present costs 
in New Hampshire if continued will 
reach a very substantial percentage of 
the benefits to be paid and cannot be 
justified. 

A system such as they are attempt- 
ing in New Hampshire can, of course, 
be maintained if the state, the em- 
ployers and the employees are willing 
to stand the cost, but the chances are 
it will fall of its own weight. How 
much better it would be to follow the 
Wisconsin example—start in with a 
simple system which can be maintained 
and if experience shows that more 
information is needed it can easily be 
added. No one, of course, can pre- 
dict exactly how the Wisconsin system 
is going to work when the benefits 
are paid, and employers will have to 
fill out separation reports for all work- 
ers who are laid off. A number of 
states have adopted the separations re- 
porting system, but some of them are 
asking for such detailed information 
in their separations reports that they 
probably will not be able to get them. 
Other states, however, have prepared 
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very simple separations reports with 
only the essential data and this is the 
type of system which controllers 
should urge their states to adopt. 

The separations report system should 
be easy to operate. The objection has 
been raised that the administration 
would not be sure of obtaining separa- 
tions reports, especially from some 
employers who are not well estab- 
lished. The answer to this is that if 
the state receives the taxes, the taxes 
being based on payroll records, the 
information is available for separations 
reports. The employee will also de- 
mand a copy of the separation report 
when he leaves as he will know that 
his benefits depend on getting the re- 
port. The problem of administration 
is not with the large, well-established 
companies, but with the unstable em- 
ployers and with those who are in 
business for only a short time. On 
the other hand the administration 
should not complicate the whole sys- 
tem and place a burden on all em- 
ployers in order to build up a system 
which theoretically would insure com- 
plete returns from everyone but which 
in practice would probably fall of its 
own weight. 


Less DANGER IN SIMPLE SYSTEM 


If a simple system is adopted and 
it is found that it is not satisfactory, 
very little damage will have been done 
and two courses are possible, either 
increase the administrative machinery 
or simplify the law. 

Our laws are starting out on a much 
more complicated basis than the laws 
in foreign countries and instead of 
adopting complicated administrative 
systems to administer the complicated 
laws, efforts should be directed toward 
simplifying the present laws. 

The argument has been advanced 
that the detailed information regard- 
ing individual workers is necessary for 
statistical purposes. 

The authorities will obtain complete 
information each month of payroll 
totals and number of employees. This 
should give the statistician sufficient 
data without complicating the system 
by trying to collect current information 
regarding all employees in the state. 
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It is being claimed that some laws 
require the administration to study 
partial unemployment and merit-rating 
and that hours and earnings of in- 
dividual employees must be obtained. 
This, of course, is not the case because 
the basis for merit-rating is the ex- 
perience of employers and not em- 
ployees, and this information can be 
obtained from monthly reports of the 
number of employees covered; In 
studying a system of partial unemploy- 
ment, sufficient data could be obtained 
from employers in total rather than 
by individual workers. Most states 
have adopted partial unemployment 
provisions without exhaustive study, 
and such a study does not seem to be 
necessary. There are only two plans 
which could be adopted for partial un- 
employment and the decision could be 
made at one time as well as another. 


AMENDMENTS SUGGESTED 


There is one change in the unem- 
ployment compensation provisions of 
the Social Security Act which should 
be made immediately. The federal 
tax applies to the total payroll al- 
though most of the state laws provide 
that only workers who receive up to 
$50 a week or $3,000 a year are eligi- 
ble for benefits. None of the state 
laws which was passed or which was 
being considered before the federal act 
was passed provides for taxing the 
whole payroll. It is wrong in prin- 
ciple and unfair to tax the payroll of 
those not eligible for benefits. It also 
greatly complicates the problem for 
the employer as in some states there 
will be three payroll bases upon which 
his reports must be made under the 
Social Security Act. In New York 
State, for instance, he would report to 
the state on employees receiving less 
than $50 a week, to the federal au- 
thorities on the total payroll, while 
under the federal old age benefit tax 
he would report only the first $3,000 
of an individual’s earnings. The best 
way out of this tangle is to have the 
federal and state unemployment com- 
pensation taxes apply to the same base 
as the old age benefit tax, that is, the 
first $3,000 of earnings. 

There is lack of uniformity in the 
definitions of “employment,” “wages,” 
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and other items, between the federal 
and the state unemployment compen- 
sation laws, and effort should be made 
by the state and federal authorities to 
bring about uniformity in these de- 
tailed definitions. Although this is 
not very important so far as coverage 
or cost is concerned, it entails consider- 
able extra work and confusion for the 
employers. 


SHOULD SIMPLIFY PROCEDURE FOR 
PAYMENTS 


Amendments will also be necessary 
in most laws to simplify the procedure 
for the payment of benefits. The pro- 
cedure set up under our laws is much 
more complicated than the simple pro- 
cedure followed in England. No bene- 
fits will be paid in most states until 
1938, and there is time to devise a 
simple system. 

Ultimately the benefit provisions 
should be simplified if we expect to get 
the administration on a simple and sane 
basis. Because of the great diversity of 
conditions in this country it will prob- 
ably be impractical to have a fixed rate 
of contribution and benefits for every- 
one, as in England. There is no reason, 
however, why the German system of 
having benefits uniform within each of 
a few groups could not be adopted. 
There is no serious objection to having 
the tax rate based on the payroll but 
complications arise because of having 
the benefits in exact ratio to the earn- 
ings. If there could be a few groups, 
with the benefits remaining the same 
in each group, much difficulty which 
will be experienced in administering 
the present plan would be overcome. 

Most of the laws so far enacted have 
merit-rating provisions under which 
employers who have good employment 
experience would ultimately be taxed 
at a lower rate than those who 
have considerable fluctuation in their 
employment. Such a provision is ab- 
solutely necessary if the unemploy- 
ment compensation laws are to ac- 
complish their purpose of reducing 
unemployment. Merit-rating should 
furnish a strong incentive for the em- 
ployer to stabilize. The rating system 
should be based on the individual em- 
ployer’s record and not for industries, 
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because otherwise the incentive would 
not be nearly so great. 

Several of the states have employee 
contribution provisions as an addi- 
tional tax above those set up by the 
federal act. Abroad all the systems, 
except in Russia, have employee con- 
tributions and it is found to be a very 
good safeguard against heavy admin- 
istrative expenses and political influ- 
ences. Employee contributions would 
also be desirable here for the same rea- 
sons, even if only at a low rate. 


Otp AGE BENEFIT PLAN 


The federal old age benefit plan set 
up under the Social Security Act goes 
into operation January 1, 1937. The 
first step in the operation of this plan 
will be the registration of all em- 
ployees covered by it. It is estimated 
that twenty-six million employees will 
be covered. Registration is necessary 
so that the employee can be identified 
when he becomes eligible for benefits. 
It will be necessary to obtain a record 
of the employee’s name, probably the 
names of his father and his mother, 
and the date of his birth. 

An announcement has just been 
made that this registration will be con- 
ducted by the Post Office Department 
in cooperation with the Social Security 
Board, beginning about the middle of 
November. The details of the plan 
have not yet been announced but it is 
expected that only simple forms will 
be used. Probably the employer will 
be given the opportunity to distribute 
the forms to his own employees. The 
employers should cooperate as far as 
possible with this registration as such 
data is needed for the operation of 
the law and it will simplify the prob- 
lem for the employer after the first of 
the year if the employees are registered 
before that time. A number will be as- 
signed to the employee for identi- 
fication purposes and there is no reason 
why it cannot be used for both the 
old age benefit plan and the state un- 
employment compensation laws. 


Two REPORTS TO FEDERAL 
GOVERNMENT 

It will probably be necessary for the 

employer to furnish two reports to the 
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federal authorities. The indications are 
that the taxes will be collected monthly 
on a form which will show the total 
of the payroll on which the tax is 
based. This should be a simple form, 
but there is one complication in the 
law due to the fact that Section 801 of 
Title VIII provides that the employee's 
tax is levied on ‘‘wages received by 
him” and “collected by the employer 
of the taxpayer by deducting the 
amount of the tax from the wages as 
and when paid.” 

If this were interpreted literally it 
would entail an enormous amount of 
bookkeeping on the part of industry, 
and would seriously delay the filing of 
the returns. It would force industry 
to account for the tax on a cash 
disbursement basis by calendar months. 
Most of the state unemployment taxes, 
which will also be remitted monthly, 
are levied on wages payable and not 
wages paid. It is greatly to be hoped 
that the Treasury Department will not 
enforce this literally and that if found 
necessary, the law should be changed. 

The simplest way of meeting the 
situation is to permit the employers 
to determine their taxes due under 
Section 804 as the amount equal to the 
taxes which may have been deducted 
from employees under Section 802 for 
the payroll periods closed during the 
month, regardless of whether or not 
actually paid. Any adjustments which 
may be required on this basis may be 
easily made at the end of the year. 


Must REPORT INDIVIDUAL EARNINGS 
It will also be necessary for the em- 
ployer to furnish information to the 
Social Security Board of earnings of 
individual employees because the an- 
nuity benefits are based on the earn- 
ings during the entire lifetime of the 
employee. No plan has been an- 
nounced regarding this report but it 
is to be hoped that the Board will not 
ask for this information monthly. A 
simple report of the employee’s earn- 
ings to the Board once a year or upon 
separation or death would seem to be 
sufficient. This would reduce con- 
siderably the work on the part of the 
employer and the administration. 
The report would be similar to that 





now furnished to the income tax au- 
thorities on individual earnings. Since 
the employer will probably be called 
on to furnish the state unemployment 
administration a separations report, it 
would involve little additional work to 
furnish a similar report to the Social 
Security Board of the employee’s earn- 
ings from the first of the year to the 
date of separation. The same report 
would be furnished in case of death. 
This procedure would also reduce con- 
siderably the bookkeeping work on the 
part of the Social Security Board. The 
plan could provide for a copy of the 
report being furnished the employee 
which would indicate to him the 
amount of earnings each year on which 
his benefits are to be paid. 

The Social Security Board staff have 
shown every indication of a desire to 
place the administration of this act 
on as simple and economical a basis 
as possible, and advice from employers 
and others with practical experience 
has been welcome. We are fortunate in 
that the personnel of the Social Secu- 
rity Board is very high grade and we 
have every reason to hope that the 
system which will be adopted will be 
one which will not impose any undue 
burden on the employers or undue ex- 
pense on the administration. The 
Board is facing a tremendous task in 
launching this plan which will cover 
26,000,000 workers and should have 
the cooperation of employers. 


AMENDMENTS SUGGESTED 
There are a number of technical 
amendments which ate necessary in 
the act to simplify the administration. 
These are of a detailed nature and 
there should be little difficulty in get- 
ting them through Congress. Among 
others there is the point referred to 
above as to the wording of the taxes. 
It would also be greatly simplified if 
it was not necessary to begin paying 
claims immediately upon death of the 
contributor after January 1, 1937. It 
would probably be well to have mini- 
mum benefits established and also a 
waiting period during which payments 
would not be made. It would also 
seem to be a mistake to subject to the 
tax workers between 60 and 65 since 
they are not eligible to annuity bene- 
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fits. These amendments would also 
simplify the administration of the act. 

The greatest defect of the act is 
that the contribution rates and benefits 
are set up on a basis which would 
result in the accumulation of a tre- 
mendous reserve fund which, it is esti- 
mated, would eventually reach more 
than 45 billion dollars. The plan 
which was originally recommended by 
the Economic Security Committee and 
the Advisory Council provided for 
lower rates of contribution with the 
idea of keeping the plan on a current 
cost basis, but with the accumulation 
over a period of years of a contingency 
reserve fund to take care of any emer- 
gencies which might arise. 

There are very definite objections to 
building up such a large reserve fund 
as contemplated under the present act. 
There would be a strong tendency to 
spend the reserve for various purposes, 
or else increase the benefits. If the 
benefits are increased the burden in 
the future might become intolerable. 
The effect on the money markets of 
building up this reserve, which would 
be invested in government securities, 
would be tremendous. ‘This defect 
in the contributory annuity plan can be 
corrected with little difficulty. The act 
provides that the combined contribu- 
tion rates would be increased in 1940 
from 2 per cent. to 3 per cent. If the 
original rate is allowed to continue for 
a number of years the large reserve 
will not be accumulated. It is esti- 
mated that a 2 per cent. contribution 
would provide enough revenue to take 
care of benefits until 1951. The plan 
could thus be put on a pay-as-you-go 
basis without being abandoned entirely. 


CANNOT DEPEND ON STATE SYSTEMS 
ALONE 


It has been suggested that it would 
be better to abandon the plan and 
depend only on the state old age as- 
sistance plans. Under these plans the 
person reaching age 65 without sufh- 
cient means of support is given a def- 
inite pension, the amount depending 
on the need. This system is less ex- 
pensive and a more humane inethod 
of taking care of the indigent aged 
than the poorhouse system and is 
better than the relief system, but it 
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would be a serious mistake if the coun- 
try depended solely on it to take care 
of the old age problem. The experience 
in foreign countries, which have tried 
this system, indicates that this is not 
the best solution. It has been found 
that a very high percentage, in some 
countries as high as 75 per cent., 
qualify for the pension at age 65. The 
burden in the future when the number 
of old people will be much higher than 
at present would be very great. 

Assuming that only 50 per cent. 
qualify and that the maximum limit 
would be $30 a month, the cost in 
twenty-five years would be more than 
two billion dollars a year. It would 
also be bad in principle to have a sys- 
tem under which we tell those who do 
not save that they will be provided for 
by the state and those who have saved 
for their old age will receive nothing 
but will be taxed to provide pensions 
for the others. A contributory system 
has many advantages. Not only will 
the burden on the general revenues 
be considerably reduced but the fact 
that employees’ money is involved will 
help to prevent political tinkering and 
insure better administration. 


PRIVATE PLANS 


The question naturally arises as to 
what effect the contributory old age 
pension plan will have on private pen- 
sion plans already in operation. An 
effort has been made to find a way 
in which private plans could be ex- 
empted from the federal plan, but no 
feasible plan has yet been devised. 
This is not necessary because it is easy 
to operate a private plan as a supple- 
ment to the government plan. The 
Kodak company has operated private 
plans as supplements to government 
plans in several foreign countries with- 
out difficulty, and the company plans 
to adopt the same policy in this coun- 
try. In the future instead of making 
full payments which we have been 
making to the insurance company 
which has underwritten our plan, we 
shall arrange it so that the combined 
payments to the government and to the 
insurance company will provide a com- 
bined annuity practically the same as 
under the present company annuity 
plan. The details of the adjustment 
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will vary according to the company 
plan but once the adjustments have been 
made there will be very little difficulty 
in operating the two plans together. 


CONCLUSION 


We are in this country launching a 
far-reaching program of social insur- 
ance. The manner in which these 
systems will be administered will de- 
termine to a large extent their success. 
The employers and employees both 
should insist on simple, efficient and 
economical administration free from 
political influences. They should also 
insist on the development here of that 
high type civil service personnel which 
is the key to the success of the social 
insurance systems of countries such as 
Great Britain. On the other hand, em- 
ployers should cooperate wholeheart- 
edly with the administrative authorities 
in their efforts to reach these goals. 


WHAT CONTROLLERS’ 
COMMITTEE IS DOING 


Among the objects and activities of 
the Committee on Social Security Pro- 
cedure, of The Controllers Institute of 
America, as set forth in the report of 
that committee as presented at the 
fifth annual meeting of The Institute, 
October 5-6, 1936, by the committee 
chairman, Mr. H. F. Elberfeld, were: 


To invite cordially the Federal and 
State authorities charged with administra- 
tion and enforcement of Social Security 
Laws to avail themselves of the facilities 
of The Institute and through it the account- 
ing and record-keeping experience of its 
membership. 

To cooperate with law-making bodies 
when Social Security legislation or amend- 
ments thereto are under consideration to the 
end that as much uniformity as possible 
may be obtained in Federal and State legis- 
lation and in the administration thereof. 

To constitute itself as a clearing house 
for questions, answers, and information on 
the subject of Social Security legislation 
and, as a consequence thereof, inform Fed- 
eral and State administrative bodies of the 
difficulties, if any, experienced by indus- 
try and to suggest procedures for over- 
coming them. 

“The Committee feels that in view of 
the responsibility of the members of The 
Controllers Institute of America under the 
Unemployment Insurance and Old Age An- 
nuity laws and regulations as they apply 
to the companies they serve, ~collectively 
there will be such a wealth of experience 
available that The Institute will, with the 
active cooperation of the membership, 
prove itself of real worth to all concerned.” 








Taxes Under New Act May Be Two and 
One Half Times Larger Than Before 


Analysis of Provisions Indicates Intricacies Are So Great That Real 
Determination of Tax Payable May Be Deferred for Years—Many 
Points Must Be Taken to Courts—Paper by Mr. Epwin D. Evans. 


AY interesting description of the 
maze which is the Federal Rev- 
enue Act of 1936 was given members 
of THE CONTROLLERS INSTITUTE OF 
AMERICA at their Fifth Annual meet- 
ing October 6, at the Waldorf-Astoria 
Hotel, New York City, by Mr. EDWIN 
D. Evans, B.C. S., C. P. A. of Arthur 
Andersen & Company, Chicago. Mr. 
Evans has been with that firm for 
thirteen years and is manager of the 
tax departments of all offices. 

This paper will serve to clarify many 
points which have been the subject of 
discussion on the part of corporate 
taxpayers. It deals principally with the 
tax on undistributed earnings. It points 
out also many matters which undoubt- 
edly will have to go to the courts for 
final decision. The paper is illumi- 
nating and informative, and should be 
exceptionally helpful to controllers, to 
their tax departments, and to corporate 
officers generally. 

—THE EpIror. 


During the nineteen years prior to 
1936, corporations have been com- 
pelled to file income-tax returns under 
the provisions of eight major revenue 
acts. This number does not include 
the Revenue Act of 1935, the pro- 
visions of which were for the most 
part superseded before its effective 
date. In addition, amendments have 
been made to these laws at various 
times. During the years 1917 to 1921, 
inclusive, an excess-profits tax was in- 
cluded in the taxing plan, which 
proved to be inequitable and adminis- 
tratively unworkable. Since 1921 the 
major tax imposed on corporations 
has been known as a normal tax and 
has been computed by applying a cer- 
tain percentage to what is known as 


statutory net income. There arose how- 
ever during this period certain addi- 
tional special methods of taxation; 
namely, the surtax on incomes of per- 
sonal holding companies and those im- 
properly accumulating surplus, and a 
capital-stock tax which had for its 
satellite an excess-profits tax which 
could be avoided if the officials of tax- 
paying corporations were prophets 
enough to foretell the taxable income 
for succeeding years. 


NINTH MAJOR REVENUE ACT 


All of these revenue acts have now 
been substantially superseded by what 
is known as the Revenue Act of 1936. 
“Substantially” may be the wrong 
word, however, because a published 
booklet of the 1936 act, as well as all 
provisions of former acts still effective 
in one way or another, contains 265 
pages. Included therein, of course, are 
gift, estate, stamp, excise and various 
miscellaneous taxes, as well as income 
taxes. The much publicized Revenue 
Act of 1936 adds the ninth to the list 
of major revenue acts to which I have 
referred and contains a radical depar- 
ture from the principles of corporate 
taxation contained in all its predeces- 
sors. It places a graduated surtax on 
undistributed profits. 


LEGISLATIVE HIsTORY IN BRIEF 

The first intimation to the taxpaying 
public in general of this change was 
contained in the President’s message to 
Congress on the subject delivered on 
March 3, 1936. Following the mes- 
sage, the House of Representatives 
passed what was known as House Bill 
No. H.R. 12395. This bill eliminated 
the normal tax, capital-stock and ex- 
cess-profits taxes, the intention being 


to raise the revenues needed from this 
source through a graduated tax on un- 
distributed profits of corporations and 
additional taxes from their stockhold- 
ers derived from the contemplated 
greater distributions of net income. 
The Senate, however, after hearings 
before its Finance Committee, decided 
to retain the normal, capital-stock and 
excess-profits taxes, and the act as 
finally passed by both branches of Con- 
gress contains these features, as well 
as a surtax on undistributed profits. 
Formal approval was given by the 
President on June 22, 1936, at 9 P.M., 
Eastern Standard Time, but the pro- 
visions dealing with the income tax 
affect all taxable years beginning after 
December 31, 1935. 


DEDUCTION PRIVILEGE NARROWED 

Since the time taxpayers were first 
subjected to the income tax under the 
Sixteenth Amendment, Congressional 
policy seems to have been to stop so- 
called “loopholes” as they developed 
and at the same time narrow the deduc- 
tion privilege. For instance, the basis 
of property in the hands of corpora- 
tions is now, in nearly every instance, 
the same as in the hands of transferors 
when the acquisition of such property 
was made in connection with a tax-free 
exchange. The result of this policy is 
to limit in numerous cases the basis 
for determining gain or loss to an 
amount much less than actual cost. This 
rule results also in the reduction of 
deductible charges for depreciation. 
Furthermore, losses on sales of capital 
assets must be offset against gains from 
the same source and any excess of 
losses of this nature over the gains are 
limited to $2,000. This limited allow- 
ance may be of benefit to a small cor- 
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poration, but affords little relief in the 
case of a large one. It is also well to 
remember that taxable net income is 
that which is finally determined by 
the Treasury Department or some tri- 
bunal and not the amount reported in 
the corporation’s return. The officials of 
the Bureau of Internal Revenue are 
frequently substituting their own judg- 
ment for that of management in con- 
nection with the deduction of deprecia- 
tion, bad debts, and losses of various 


kinds. 


GOVERNMENT SETS ITSELF Up As 
PARTNER 


The disallowance of capital losses in 
excess of gains has been the subject 
of much criticism, perhaps uncalled 
for in some instances, but the fact re- 
mains that the government has, in ef- 
fect, set itself up as a partner in busi- 
ness affairs insofar as sharing in profits 
derived from capital assets is con- 
cerned, but steps aside as a disinter- 
ested spectator when ill winds blow. 

The result of these aforementioned 
deviations from generally accepted ac- 
counting principles in the computation 
of net profit has endowed statutory net 
income upon which the tax is levied 
with an artificiality sufficient to leave 
it with little or no resemblance to true 
net income, and this artificial income 
is used as a starting point in the com- 
putation of undistributed profits tax. 
In order then to obtain entire relief 
from this penalty tax, many corpora- 
tions would consistently have to dis- 
tribute more in dividends than their 
book earnings, and if such a policy 
were to be continued it would not take 
an exceptionally bright person to fore- 
cast the ultimate result. The corpora- 
tion would ultimately be forced out of 
business. Some consolation may be 
derived, however, from the fact that 
under the provisions of the act an in- 
solvent corporation in receivership is 
not subject to the surtax. 

It is still sound business judgment 
to retain some of the yearly net income 
in the business for purposes of expan- 
sion and to meet unforeseen emergen- 
cies. Furthermore it is in rare in- 
stances that corporations have their 
entire current earnings readily avail- 
able for distribution at the close of 
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the year and it is not always enough to 
say that such a condition can be met 
by declaring taxable dividends in some 
medium other than cash. Money is 
what the Treasury Department wants 
from the stockholders in payment of 
their taxes. 


New DEFINITIONS Must BE 
MASTERED 

In computing the various taxes im- 
posed by the act, new definitions must 
be mastered. For the purpose of the 
normal tax a new term has been cre- 
ated, ‘“‘normal-tax net income,” which 
is computed by deducting from statu- 
tory net income the following items 
called credits: (1) interest on certain 
obligations of the United States or its 
instrumentalities; (2) 85 per cent. of 
dividends received from domestic cor- 
porations which are subject to tax. 
In the 1934 and preceding acts, divi- 
dends from domestic corporations were 
allowed in full as deductions in arriv- 
ing at statutory net income. The ef- 
fect of the change has been to tax 15 
per cent. of such dividends at normal 
tax rates. Mutual investment com- 
panies as defined in the act are given 
special treatment by substituting a 
credit for dividends paid in lieu of the 
credit for 85 per cent. of dividends 
received. 

The rates of normal tax vary from 8 
per cent. on the first $2,000 to 15 
per cent. on all normal-tax net income 
over $40,000. Compared with the flat 
rate of 1334 per cent. contained in the 
Revenue Act of 1934, these graduated 
rates benefit a small corporation. For 
example, a corporation with normal- 
tax net income of $10,000 will pay 
an average normal tax rate of 10.4 per 
cent., while a corporation with a nor- 
mal-tax net income of $1,000,000 will 
pay a trifle less than 15 per cent. Banks 
and trust companies are required to 
pay a flat rate of 15 per cent. normal 
tax and are not subject to the surtax 
on undistributed profits. Railroads, 
including street, suburban and inter- 
urban electric railways, as well as 
steam, now have the privilege of filing 
consolidated returns without any pen- 
alty by way of an increased normal tax 
rate. 
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We now come to the more complex 
part of the act, that part which repre- 
sents an innovation in corporate taxa- 
tion—the surtax on, undistributed 
profits. Here again we find new statu- 
tory terms which are important for a 
thorough understanding of this new 
law. The term ‘‘adjusted net income” 
is defined as statutory net income 
minus the sum of the normal tax and 
interest on certain obligations of the 
Federal government and its instrumen- 
talities. It is important to understand 
that ‘‘adjusted net income” includes 
dividend income in full; the 85 per 
cent. credit is allowed for normal tax 
purposes only. ‘‘Undistributed net in- 
come’’ means the adjusted net income 
minus the sum of the dividends paid 
credit provided in Section 27 of the 
act and the credit provided in Section 
26(c) relating to contracts restricting 


dividends. 


Tax Britt INCREASES NEARLY Two 
AND ONE HALF TIMES 


The surtax rates are graduated from 
7 per cent. to 27 per cent. and are 
applied to five percentage blocks of 
adjusted net income retained. The rate 
is stepped up 5 per cent. for each 
block. Stated in percentages of ad- 
justed net income, the surtax ranges 
from 7/10 of one per cent. when 99 
per cent. of the ‘adjusted net income” 
is paid out in dividends to a maximum 
of 2014 per cent. when no distribu- 
tions are made. A corporation which 
does not distribute any of its earnings 
may in certain cases find that as the 
result the tax rate has increased from 
the 1935 rate of 1334 per cent. to a 
combined tax rate of approximately 
32% per cent., or almost two and 
one-half times the former rate. In 
other words, for the year 1935 corpo- 
rations filing separate returns all paid 
at the rate of 1334 per cent., whereas 
for the year 1936 the rate varies from 
8 per cent. to 32 and a fraction per 
cent., depending on the size and na- 
ture of the net income and the per- 
centage of dividends distributed. 

A concession is made to corporations 
having adjusted net incomes of $50,- 
000 or less by increasing the 7 per 
cent. bracket of undistributed net in- 
come to $5,000. Thus a corporation 
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with adjusted net income of $5,000 or 
less, all of which is retained, pays a 
flat surtax rate of 7 per cent. as com- 
pared with a combined rate of 2014 
per cent. for corporations with ad- 
justed net incomes in excess of $50,- 
000. As a further example, this 
provision reduces the maximum com- 
bined rate on corporations with 
$25,000 adjusted net income to 1814 
per cent. 

Since the provisions relating to the 
dividends paid credit and contracts 
restricting dividends are highly im- 
portant in the relation to the amount 
of surtax on undistributed profits, they 
have been given careful and prayerful 
attention by corporations and their 
stockholders. Considerable speculation 
as to their application was indulged in 
prior to the recent release of Treasury 
Decision 4674 relating to the subject. 
Since the release, much of this specu- 
lation continues. 


DIVIDENDS PAID CREDIT 

Section 27 of the act starts out by 
stating that the dividends paid credit 
shall be the amount of dividends paid 
during the taxable year. This general 
rule, however, is limited later on in 
the section by provision that credits are 
not allowed when the distribution is 
not pro rata, equal in amount, or when 
there is a preference given to any share 
of stock as compared with other shares 
of the same class. There is also a 
limitation in the event that any part of 
a distribution is not a taxable dividend 
in the hands of such of the sharehold- 
ers as are subject to taxation under the 
income tax title of the act for the 
period in which the distribution is 
made. In this event no dividends paid 
credit is allowed with respect to such 
part. The limitation with respect to 
pro rata dividends prevents the divi- 
dends paid credit being allowed to a 
corporation paying dividends to cer- 
tain of its stockholders whose income 
from other sources is small and ignor- 
ing those of its stockholders who have 
large outside incomes, thus saving its 
stockholders, as a whole, from being 
taxed at higher rates. 

Inasmuch as dividends are often 
paid by means other than cash, the 
statute has special requirements in such 
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of these cases as dividends in kind, 
dividends in obligations of the corpo- 
ration and taxable stock dividends. 
Credits resulting from the payment of 
dividends in kind are limited to the 
tax cost of the assets distributed or the 
fair market value thereof, whichever 
is lower at the time of payment. When 
a distribution is made in the corpora- 
tion’s own obligations the credit is 
limited to the face value or the fair 
market value thereof, whichever is the 
lower. Upon redemption of the obli- 
gations in a future year an additional 
dividends paid credit will then be 
allowed if the redemption price is 
higher than the fair market value at 
the time of distribution. Such credit, 
however, is subject to reduction by 
any amounts allowable in intervening 
years as deductions for amortization of 
bond discount. This additional credit 
is not forfeited, although there may 
have been transfers of the obligations 
by the original holders. The payment 
of a taxable stock dividend out of pre- 
viously unissued stock or a taxable 
distribution of stock rights results in 
a credit to the extent of the fair mar- 
ket value of the stock or the stock 
rights at the time at payment. 

Since the decision of the Supreme 
Court in the famous case of Essner v. 
Macomber, all revenue acts prior to 
the present act have contained the pro- 
vision that a stock dividend shall not 
be subject to tax in the hands of the 
recipient. There has long been a 
suspicion in the minds of many that 
the decision was not broad enough to 
cover certain types of so-called stock 
dividends, such as a dividend on pre- 
ferred stock paid in common stock. 
This suspicion was recently confirmed 
in Koshland v. Helvering, when such 
a dividend was held to be income tax- 
able under the provisions of the Six- 
teenth Amendment to the Constitution. 


OTHER TYPES OF STOCK DIVIDENDS 


But there remain several other types 
of stock dividends, the income status 
of which is still problematical. Con- 
sider a dividend paid in preferred 
stock to common stockholders, or a 
dividend paid in common stock to pre- 
ferred stockholders where both out- 
standing common and preferred stocks 


are held by the same stockholders in 
the same proportion. Has the dis- 
tribution changed the respective inter- 
ests of the stockholders? Such ques- 
tions as these, and additional ones, 
will no doubt find their way into the 
higher courts. In some instances 
where it is desirable to be certain that 
a corporation will receive credit for a 
dividend paid in stock, it may be well 
to give an option to the stockholders to 
take either cash or stock, in which 
event the act provides that the divi- 
dend is taxable, regardless of whether 
the stockholders as the result of the 
exercise of the option take cash or stock. 


TREATMENT OF STOCK DIVIDENDS 
DESCRIBED 

The statute differentiates between a 
stock dividend paid out of treasury 
stock which was being held by the 
corporation as an investment and one 
paid out of treasury stock not so held 
or out of the authorized capital pre- 
viously unissued. In the event it is 
paid out of stock held for investment, 
the credit is limited to the adjusted 
or tax-cost basis of the stock or the 
fair market value at the time of pay- 
ment, whichever is lower. As stated 
before, a dividend out of previously 
unissued stock carries with it a divi- 
dends paid credit equal to the market 
value thereof at the time of payment. 
In either event, of course, the distri- 
bution must be a taxable dividend to 
the recipient under the provisions of 
the Sixteenth Amendment. It would 
seem to follow that a corporation dis- 
tributing taxable dividends payable in 
its own stock should distribute out of 
unissued rather than treasury stock if 
the market value of the stock exceeds 
the tax cost of the treasury stock. The 
regulations place the burden of proof 
on the taxpayer to show that all once 
issued but reacquired stock is not held 
for investment. 

Some corporations, especially those 
whose stockholders are few in num- 
ber, may wish to consider the payment 
of dividends by crediting amounts to 
stockholders’ accounts. The regula- 
tions provide that no dividends paid 
credit will be allowed unless it can be 
shown to the satisfaction of the Com- 
missioner that such crediting consti- 
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tutes payment. It would seem that the 
Commissioner should be satisfied if 
the stockholder owes money to the 
corporation and the dividend is cred- 
ited to the stockholder’s obligation 
during the taxable year, the stock- 
holder is notified of such action and 
agrees thereto. Approval, however, 
might be withheld if the dividend is 
merely credited to the stockholder’s 
account and stands as an account pay- 
able and there are insufficient funds on 
hand to meet the liability during the 
taxable year. The stockholder may 
not have constructively received the 
dividend if the account cannot be paid 
at his demand. 

In the event a corporation pays divi- 
dends in a taxable year in excess of 
the amount required to eliminate the 
surtax, provision has been made for 
a carry-over of such excess dividend 
payment, under certain conditions, for 
a period of two years. 

As I have previously mentioned, the 
dividends paid credit depends upon 
the amount of dividends paid during 
the taxable year. The regulations, in 
construing the meaning of the word 
“paid,” have adopted the technical 
view that the dividend must be ac- 
tually received by the stockholders be- 
fore the close of the taxable year of the 
corporation paying such dividend. The 
assumption is made, however, that de- 
livery has, in effect, been made where 
the checks are mailed in sufficient time 
to reach the stockholder at his last 
known address in the ordinary han- 
dling of the mails. The dividend is 
also deemed to be paid if it reaches 
an authorized agent of the stockholder. 
Therefore, corporations paying divi- 
dends toward the close of the year 
should look into the matter of having 
readily accessible agents appointed for 
those of its stockholders residing at 
long distances from the dividend pay- 
ing office. 

It is obvious in view of this tech- 
nical interpretation of the act that a 
corporation paying a dividend late in 
December must be prepared to support 
its claim for credit with such evidence 
as will convince the commissioner that 
the payment was made in accordance 
with the requirements of the regula- 
tions. In fact it is required that every 
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corporation claiming a dividends paid 
credit shall file with its return, among 
other things, a true copy of the divi- 
dend resolution and a concise state- 
ment of the facts relied upon to show 
payment of the dividend within the 
taxable year, clearly specifying (1) 
the medium of payment and (2) if not 
paid in money, the fair market value 
and adjusted basis (or face value, if 
paid in its own obligations) on the 
date of distribution of the property 
distributed and the manner in which 
such fair market value and adjusted 
basis were determined. A statement 
is made, however, that canceled divi- 
dend checks and receipts obtained 
from shareholders acknowledging re- 
ceipt of dividends paid otherwise than 
by check need not be filed with the 
return, but shall be kept by the corpo- 
ration as a part of its records. Some 
evidence, of course, has to be retained 
by the corporation to give the revenue 
agents something to do. 


LIQUIDATION WITHOUT RECOGNI- 
TION OF GAIN OR Loss 

At this point I wish to direct at- 
tention to Section 112(b) (6) of the 
Act. This provides that under certain 
conditions a subsidiary company may 
be liquidated without the recognition 
of gain or loss to the parent. How- 
ever, the tax cost to the subsidiary of 
the assets transferred to the parent in 
liquidation becomes the tax cost to the 
parent of such assets. 

Before the regulations covering divi- 
dends paid credit were promulgated, 
there was considerable discussion 
among taxpayers concerning the possi- 
ble attitude of the Treasury Depart- 
ment with respect to the allowance of 
such a credit to the liquidated subsid- 
iaty for the taxable year during which 
the liquidation occurs. Certainly all 
earned surplus, including net income 
of the current year, is distributed when 
a complete liquidation takes place. 
Section 27(f) of the act provides that 
when there is a distribution in liqui- 
dation, such part of the distribution 
which is chargeable to the earnings or 
profits accumulated after February 28, 
1913, shall, for the purposes of com- 
puting the dividends paid credit, be 
treated as a taxable dividend paid. 
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However, the regulations provide that 
a distribution must be taxable to the 
stockholders in order to be treated as 
a taxable dividend paid. Since such a 
distribution as we are now considering 
is wholly exempt from tax in the hands 
of the parent company, no dividends 
paid credit is allowable. In view of 
the aforementioned interpretation, cor- 
porate taxpayers contemplating the dis- 
solution of subsidiaries should, before 
final action is taken, consider the pay- 
ment of dividends by such subsidiaries 
for the purpose of securing dividend 
paid credits for them. The validity of 
the aforementioned interpretation of 
the Act will no doubt ultimately be 
decided by the courts. 


WHEN PAYMENTS ARE PREVENTED 
BY CONTRACTS 

In determining undistributed net in- 
come for the purpose of the surtax, 
Section 26(c) permits a credit for 
earnings which the corporation is un- 
able to pay out as dividends because of 
a provision of a written contract en- 
tered into by the corporation prior to 
May 1, 1936. These contract pro- 
visions are divided into two classes: 
those dealing expressly with the pay- 
ment of dividends and those which 
expressly require that a portion of the 
earnings and profits of the taxable 
year be paid or irrevocably set aside 
within the year in discharge of a debt. 
It is important to those expecting to 
obtain the benefit of this credit to keep 
in mind the three cardinal require- 
ments. First, it must be a written con- 
tract entered into by the corporation; 
second, the contract must have been 
executed prior to May 1, 1936; and 
third, the contract must expressly deal 
with the payment of dividends or the 
disposition of a specified portion of 
earnings and profits of the taxable year 
in discharge of an obligation incurred 
prior to May 1, 1936. 

One can easily foresee the difficulties 
which will arise in attempting to inter- 
pret contracts under this section. The 
regulations prescribed by the commis- 
sioner covering this phase of the act 
are for the most part in the negative 
in the sense that they set forth certain 
contract provisions which do not come 
under the act. 
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The regulations hold that a corpo- 
rate charter does not constitute a writ- 
ten contract executed by the corpora- 
tion within the meaning of the act. 
This ruling has caused considerable 
comment among lawyers and tax prac- 
titioners generally. Under the pro- 
visions of its charter the corporation 
must follow the state statutes, which 
in some instances prohibit the pay- 
ment of dividends while there remains 
a deficit in the earned surplus. Thus, 
a corporation which has income in 
1936 insufficient to wipe out a prior 
deficit may be in the unique position 
of being subjected to a surtax in ex- 
cess of 17 per cent. of its statutory net 
income because it fails to pay divi- 
dends which cannot legally be paid 
under state statute. 

A corporation in this predicament 
may reduce its capital stock and ab- 
sorb the deficit. The common meth- 
ods of creating a capital surplus for 
this purpose are reduction in the par 
or stated value of the outstanding 
stock, reduction in the number of out- 
standing shares, and exchange of no- 
par for par stock. In some instances, 
under state law capital or paid-in sur- 
plus may be created from appreciation 
of tangible or intangible assets, or 
contributions to capital may be made 
by the shareholders. Closely held 
corporations obviously have an ad- 
vantage in a situation of this sort. 
These suggestions may be of little help 
to many corporations which, because 
of a weak current position, are unable 
to make a distribution. 


Is CORPORATE CHARTER A CON- 
TRACT ? 


Undoubtedly: the question as to 
whether a corporate charter is a con- 
tract within the meaning of Section 
26(c) will be tested in the courts, but 
until the final answer is known or the 
law amended the problem confronts a 
great many corporations. 

If the contract prohibits the pay- 
ment of cash dividends but is silent 
regarding other forms of distributions, 
or if at certain times of the year a 
dividend can be paid without violating 
the contract, then no credit is permis- 
sible. Theoretically the commissioner 
might hold that there must be a com- 
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plete and effective stop on all forms 
of taxable dividends to the extent that 
it prevails for each and every day of 
the taxable year and cannot be cir- 
cumvented by the distribution of prop- 
erty, stock or obligations. 

The regulations also hold as inef- 
fective indentures which merely re- 
quire the creation and maintenance of 
a sinking fund, a minimum ratio of 
current assets to current liabilities, 
serial maturities or fixed annual tre- 
tirements, or the setting aside of 
amounts in discharge of the debt if 
based on units of production or a per- 
centage of gross sales or gross income. 
Furthermore, no credit is allowable for 
amounts required to be set aside or paid 
in the retirement of preferred stock. 

The Treasury Department regulation 
shows by way of examples how by clever 
application of this section of the act the 
amount of the credit can be consider- 
ably reduced. Literally, the credit is the 
excess of the adjusted net income over 
the aggregate of the amounts which can 
be distributed. In the two examples 
chosen, to the portion of current earn- 
ings which can be distributed, the Treas- 
ury Department has added the balance 
of earned surplus at the beginning of 
the year. Thus a corporation with an 
earned surplus accumulated after Feb- 
ruary 28, 1913, equal to or exceeding 
the amount which it is prohibited from 
paying out as dividends will derive no 
credit from a contract provision appar- 
ently within the act. 

From these brief comments on Sec- 
tion 26(c) and the subsequent inter- 
pretation by the commissioner, one 
might properly ask, “Just what kind 
of contract provision will be effec- 
tive?” It must be admitted that the 
set of necessary circumstances may be 
rare. A reading of the regulations has 
blasted the hopes of many corporations. 

It is hoped that by 1947 sufficient 
cases will have been reviewed by the 
courts to enable taxpayers to under- 
stand this and other sections of the act. 
Of course, if history repeats itself, we 
shall probably have had seven or eight 
more revenue acts to master before 
that time comes. 

Having sketched the act and regula- 
tions regarding this type of credit, permit 
me to review a few hypothetical cases. 


Perhaps the first case that suggests 
itself is the contract which provides 
that no dividends shall be paid unless 
the current assets have a certain ratio, 
say three to one, to current liabilities. 


DIVERGENCE OF OPINION 

Now exactly what are current assets, 
and what are current liabilities? Ac- 
counting authorities are, as a whole, 
in accord on the general definition of 
these terms. But when one comes to 
the question of including or excluding 
specific items, then there is a diver- 
gence of opinion among the authorities. 
Precisely what items the Treasury De- 
partment will consider as current assets 
or as current liabilities it is impossible 
to predict. But it is fairly safe to 
prophesy that this is another question 
which is due for litigation. 

As I have previously mentioned, the 
Treasury Department states in its regu- 
lations that no credit shall be allowed 
for contracts restricting the payment 
of dividends if the contract merely 
prohibits the payment in one form but 
not in another, or if the contract pro- 
vides that dividends may not be paid 
at one time during the taxable year 
but permits a dividend distribution at 
another time. 

If a corporation has executed a con- 
tract which flatly prohibits the distri- 
bution of dividends out of assets or 
profits, there seems little doubt that the 
Treasury Department will allow a 
credit for such a contract. However, 
if a corporation has executed a con- 
tract which only prohibits the payment 
of cash dividends, it is entitled to no 
credit under Section 26(c), for it is 
assumed there is no prohibition on 
paying a dividend in assets other than 
cash, such as notes, scrip, or stock (if 
taxable under the Sixteenth Amend- 
ment). The difficulty is that there are 
many contracts the provisions of which 
are not so simply stated as these and, 
therefore, cannot be so speedily classi- 
fied either as qualifying or not quali- 
fying the corporations executing them 
to a credit for surtax purposes. 

Let us go back for a moment to the 
case of the corporation which had 
executed a contract that prohibits the 
payment of dividends unless the ratio 
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of current assets to current liabilities 
is at least three to one. This corpora- 
tion, we will say, has in the past made 
dividend distributions semi-annually. 
It is operating on a calendar year 
basis, and on December 31, 1936, the 
ratio of current assets to current liabili- 
ties is less than three to one. Under 
the contract, therefore, the corporation 
cannot make any dividend distribution 
at that time. However, on June 30, 
1936, the ratio of current assets to 
current liabilities was greater than 
three to one. Under the regulations it 
would seem that the corporation loses 
its credit for the contract restricting 
dividends to the extent that it could 
have paid a dividend on June 30. 


TIME OF PossIBLE PAYMENT A 
FACTOR 

Taking the proposition one step 
further we run into real complications. 
Assume that at both June 30 and De- 
cember 31 the ratio of current assets 
to current liabilities is less than three 
to one. Under its contract, the corpo- 
ration could not make a distribution 
at either of its regular dividend dates. 
But how much further will the Treas- 
ury Department carry its ruling? If 
the corporation did at some time dur- 
ing the taxable year have a ratio in 
excess of three to one, will the Bureau 
of Internal Revenue hold that divi- 
dends could have been paid at that 
time and therefore disallow credit to 
the corporation to the extent that a 
dividend payment could have been 
made? If the corporation is to obtain 
the benefit of the credit, must it prove 
that at no one moment during the tax- 
able year the ratio of current assets to 
current liabilities exceeded the pre- 
scribed three to one? A strict inter- 
pretation of the regulations might in- 
dicate that the last question should be 
answered in the affirmative, and if 
this be true, then very practical ac- 
counting obstacles evidence themselves. 


WHAT OF CONTRACTS WITH BANKS? 

There is one other problem which 
is quite common and may be con- 
fronting some of you gentlemen at 
the present time. I refer to con- 
tracts made with the Federal Reserve 
Banks in connection with loans and 
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which restrict the payment of dividends. 

These contracts vary somewhat in 
their terminology, but the import of 
many is that the debtor shall not make 
any distribution or withdrawal of prof- 
its or assets if in the bank’s opinion 
such distribution will be detrimental to 
the financial position of the corpora- 
tion. Usually these contracts provide 
that the bank’s written consent must 
be obtained before the dividend dis- 
tribution is made. 

As I mentioned previously, the 
Treasury Department's regulations pro- 
vide that if dividends can be paid in 
one form and not in another, credit 
under the contract restricting the pay- 
ment will be disallowed to the extent 
that any kind of taxable dividend may 
be paid. 

Under the aforementioned contract 
with the bank, no distribution can be 
made out of assets or profits without 
the bank’s consent. Therefore, it 
would seem that the bank can pro- 
hibit the payment of dividends in any 
form if it so desires. We will assume 
that the debtor corporation might de- 
vise some means of paying a dividend, 
as in its own stock (assuming such 
distribution would be taxable) which 
would not actually distribute any of its 
assets. Will the Bureau hold that it 
is not entitled to any credit under Sec- 
tion 26(c) since it did not attempt 
to secure the bank’s approval ? 

Regulations issued to date have in- 
terpreted the law strictly and have re- 
solved practically all questionable 
points in favor of the government. It, 
therefore, does not seem illogical that 
the Bureau will attempt to disallow 
any credit for these types of bank con- 
tracts restricting payment of dividends 
on the grounds that it did not effec- 
tively bar all forms of dividend dis- 
tribution. 

I am fully cognizant of the fact 
that I have devoted considerable time 
to the discussion of just one section 
of the new revenue law. But I assure 
you that even so I have done little 
more than to scratch the surface. For 
every question that I have raised, there 
are a dozen more that will come up in 
connection with the interpretation and 
application of this section. It has 
been my purpose to discuss a few of 
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the more common problems and to 
emphasize to you gentlemen the advis- 
ability of studying this section very 
carefully in connection with its appli- 
cation to your own individual cases. 


IMPORTANT TREASURY 
DECISION AVAILABLE 

T. D. 4674 was approved August 6, 
1936, by the Secretary of the Treasury, 
and was filed with the Division of 
the Federal Register on August 7, by 
Charles T. Russell, Acting Commis- 
sioner of Internal Revenue. 

This treasury decision deals with 
the Revenue Act of 1936. It consti- 
tutes the regulations under Section 14 
of that Act, relating to surtax on un- 
distributed profits of corporations; 
Section 26 and Section 27 relating to 
credits of corporations; and Section 
115 relates to distributions by corpora- 
tions. Copies may be obtained from 
the office of the Commissioner of In- 
ternal Revenue, Washington, D. C. 


CONFERENCE OF SALES 
EXECUTIVES PLANNED 
BY MANAGEMENT 
ASSOCIATION 

Consumer cooperatives and the Rob- 
inson-Patman Act will be highlights 
of the 1936 Conference of the Market- 
ing Division of the American Man- 
agement Association, which will be 
held at the Hotel Pennsylvania, New 
York City, November 12 and 13. The 
training of salesmen and sales execu- 
tives, effective sales tools, marketing 
statistics, and planned selling sen- 
tences will also be subjects of papers 
during the conference. 

Dr. Willard L. Thorp, Director of 
Economic Research of Dun & Brad- 
street, Inc., New York, will discuss 
the effects of the Robinson-Patman 
Act on business practice. 

Percy S. Brown of Boston, a mem- 
ber of the board of directors of the 
Consumer Distribution Corporation, 
will appraise the future of consumer 
cooperatives, and Murray D. Lincoln, 
Secretary of the Ohio Farm Bureau Fed- 
eration, will speak on ‘What Experi- 
ence Has Taught Us about Consumer 
Cooperatives.” 








Rising Prosperity Not to Be Greatly 
Influenced by Election Results 


Economist Urges Business Men to Carry on Efficiently, to Conserve As- 
sets, to Compensate for Costs of Political Parasitism—Prosperity Grows 
in Spite of Wastage by Government—Address by Dr. VIRGIL JORDAN. 


A’ outstanding feature of the Fifth 
Anniversary meeting of THE 
CONTROLLERS INSTITUTE OF AMER- 
ICA was the address by DR. VIRGIL 
JorpDAN, president of the National In- 
dustrial Conference Board, on “The 
Economic Unimportance of Politics.” 
Dr. Jordan does not need introduc- 
tion. His writings and his works are 
well known. His audience of control- 
lers at the Waldorf-Astoria Hotel, New 
York City, October 6, received this 
address with tumultuous applause. 
~-THE EpIToR. 


The most important and consoling 
thing about the coming election is that 
very soon it will be over. After No- 
vember 3 the artificial excitements of 
the campaign will subside; the super- 
heated oratory of partisan enthusiasts 
will evaporate into interstellar space; 
the cyclones of specious statistics will 
disappear in the dust; and the floods 
of lurid language will be swallowed 
up in the mud flats of oblivion. Mil- 
lions of American citizens will begin 
to see the political personalities and 
issues in their true perspective, and 
turn their attention once more to the 
tasks that are truly important for their 
prosperity and security. All this has 
happened many times before, and we 
may be sure that it will happen again. 

We must remember that politics 
today is one of our great popular 
spectator sports, competing strongly in 
interest with professional baseball, 
academic football, and the private lives 
of movie and radio stars. Our absorp- 
tion in it from season to season 
amounts almost to a national vice, and 
it is enormously wasteful of energy 
and money. This is part of the price 
we pay for democratic government 
among a young, energetic, rich and 


hopeful people. Probably we can af- 
ford it for a considerable time to come, 
although some of the older countries 
of Europe have lately found it too 
expensive. Those who have to deal 
with the real problems of everyday 
life—particularly the business men of 
the country—may be expected to ap- 
ptaise it at its true value, and not allow 
their judgment and behavior about 
their own job to be warped and con- 
fused by the passing political agita- 
tions and excitements of the moment. 


No TRUE COMPARISON POSSIBLE 


Undoubtedly, part of the tense at- 
mosphere that surrounds the present 
campaign is a reflection of the light- 
ning flashes of international conflict 
and the red flames of civil war that 
mark the more violent manifestations 
of the political game abroad; but, 
while this spectacle of political strife 
in Europe has some serious lessons for 
us, we must beware of applying them 
too literally and dramatically to our 
own situation. Europe is a land of old, 
exhausted and embittered peoples. The 
conditions underlying their political 
conflicts are quite different from ours. 
We are still a new people and a new 
country, and for a long time to come 
no true comparison between our prob- 
lems and theirs will be possible. We 
should not take our politics too seri- 
ously merely because the peoples of 
Europe are cutting each other's throats 
over their own. Indeed, if there is any 
lesson for us in the European picture, 
it lies in the fact that Europe presents 
to us the most horrible example of 
what happens when people have been 
nourished on little but political excite- 
ment for a very long time, and have 
completely lost their sense of perspec- 
tive regarding its true importance. 


What is happening in Europe, and 
in a much milder degree in America 
today, is an expression of the deep 
seated delusion that has gripped most 
of the people of the world in our time 
—the delusion of the supreme impor- 
tance of the State, of political parties, 
programs and personalities in the wel- 
fare and progress of nations, the super- 
stition of the magical powers of gov- 
ernments, parties, slogans, and leaders 
to provide for the prosperity and se- 
curity of peoples. Though we are still 
far from the advanced stage of the 
disease that we see working itself out in 
Europe today, we in America have be- 
come more or less chronic victims of 
this political complex, and every four 
years we suffer severely from an acute 
attack. 


Majority EssENTIALLY PRIMITIVE 


This delusion is really as old as 
human history, and its roots run deep 
into human nature, as any anthropol- 
ogist or psychologist will tell you. 
Although in their everyday life they 
may use all of the marvelous gadgets 
of modern civilization, the great ma- 
jority of the populations of all coun- 
tries remain essentially primitive, with 
the minds of children, and subject to 
all of the infantile fears and desires 
of our aboriginal ancestors and the 
children of our own time. 

Among these primitive impulses is 
the persistent tendency to identify the 
king, the political leader, or the State 
with the most important force in the 
life of every child, which is the father 
or mother; to look to government and 
its personalities as the center of some 
magical power for good or for evil, to 
glorify and admire it as the source of 
protection or prosperity, or to fear and 








and 
brica 
Heep 

ost 
ime 
por- 
ties, 
wel- 
per- 

Ov- 
ders 


still 
the 
t in 
p be- 
is of 
four 
acute 


IVE 


d as 
deep 
)pol- 
you. 
they 
1gets 
ma- 
oun- 
with 
ct to 
=>Sifes 
— the 


es is 
y the 
State 
1 the 
ather 
+ and 
some 
il, to 
ce of 











hate it as a source of misfortune and 
suffering. So we find throughout the 
world today that peoples of every 
nation look to government, their dicta- 
tors, presidents or public officials 
through the eyes of children or primi- 
tive races, some with the thrill of 
devotion and admiration for the all- 
benevolent, all-powerful source of 
prosperity and security, some with fear 
and resentment for the restrictions of 
their freedom and the subjection of 
their personality which it enforces. 
Whether in fear or love, however, 
nearly all regard government and the 
drama of politics that surrounds it as 
something of supreme importance in 
their lives, the center of their interest 
and attention, the source of good and 
evil. 

It must be admitted that in every 
such deep seated human tendency there 
must be a grain of truth; but I think 
this widespread political complex of 
our time is rather an indication of the 
backward state of development of the 
great masses of our people than a 
proof of the potency of the State and 
of political affairs in human welfare 
and progress. Someone has said that 
intelligent and mature human beings 
are in fact a rare and distinct species, 
and that the rest of the human race is 
merely the raw material out of which, 
by process of evolution, through selec- 
tion and survival, this higher species is 
created. 


POLITICAL PANORAMA A By-PRODUCT 

Whether this is true or not, it is 
clear to any intelligent and experienced 
observer that the popular impression 
regarding the importance of govern- 
ment and politics in human affairs, 
both for good and for evil, is grossly 
exaggerated. Although economists 
must be cited with discretion in a 
period when they are so actively em- 
ployed in partisan politics, every com- 
petent economist knows that the popu- 
lar notion of the connection between 
changes of political administrations 
and periods of business prosperity and 
depression has long since been thor- 
oughly exploded. 

Whatever the causes of the business 
cycle may be, we do know that the par- 
ticular form of the general tendency to 
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glorify the influence of government, 
which expresses itself in the belief that 
any particular party or administration 
can be held responsible for depression 
Of prosperity, is merely a popular illu- 
sion. In this country every party has 
periods of prosperity to boast of, and 
periods of depression to forget. The 
recurring waves of good times and 
hard times which have marked the eco- 
nomic record of human history since 
its beginning have their roots in more 
fundamental factors of nature and of 
human nature than the superficial and 
passing scenery of political parties and 
personalities. Rather, what the record 
does suggest is that the political pan- 
orama itself is a mere by-product of 
the economic and psychological changes 
that underlie the ups and downs of 
the business cycle. 

This crude form of the political 
superstition, however, is only one as- 
pect of the broader tendency of the 
popular mind to escape facing the 
fundamental facts of life, and to find 
refuge from realities in fantasies and 
imagination. We assign responsibility 
to a political party or a personality for 
prosperity or depression, we blame 
them for our misfortunes, or impute 
to them magical powers to overcome 
our difficulties, because, until we have 
reached some degree of intellectual 
honesty and maturity, the last thing we 
are willing to do is to admit that we 
ourselves, our weakness, laziness, our 
ignorance and incompetence, as well 
as our virtues, our energy, ingenuity, 
industry and enterprise may be the 
source either of our misfortunes or 
our accomplishments. In no country is 
the proportion of the population who 
are mature personalities large enough 
to make any great number willing to 
face the facts and realities, both of life 
and of government. 


REALITIES UNAFFECTED BY POLITICS 


These realities, the basic conditions 
of prosperity and security of a people, 
are unaffected by the slogans, the 
leaders, the platforms, the machinery 
of politics. The great mass of the people 
do not know this. They continue,, gen- 
eration in and out, groping for salva- 
tion at the hands of the miraculous 
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State, bowing down before one or an- 
other god out of the political machine. 
They never learn from the long record 
of human experience either the truth 
about themselves or the truth about 
government. They are never able to 
face the fact that on this planet men 
and nations have to win a livelihood 
from a stubborn and hostile Nature, 
which can be conquered only by inces- 
sant labor of muscle and mind, pains- 
taking conservation and intelligent use 
of their human and natural resources. 


GOVERNMENT A PARASITE 


They do not understand that the 
level of prosperity and security that 
can be attained in any country de- 
pends fundamentally upon the natural 
resources at the command of its people, 
and the energy, industry, intelligence 
and thrift with which the people as a 
whole utilize these resources. They do 
not realize that, for the most part, the 
role of government, the State, and of 
political personalities in the human 
record has been a story of waste of 
resources and destruction or misdirec- 
tion of the energies of peoples for the 
sake of transient and illusory power 
and prestige. They do not understand 
that throughout human _ experience 
government and the State have, for 
the most part, been parasites upon the 
creative power of the people—perhaps 
a necessary evil for the preservation of 
order and physical security, but always 
at best a burden and a handicap. 

They do not realize that the State 
is, after all, only‘a group of individuals 
who are at best, with rare exceptions, 
only as wise, able, intelligent or ex- 
perienced as the average among them- 
selves, and for the most part somewhat 
less capable, competent, disinterested 
and honest than the ordinary citizen. 
We are a long way still from the sim- 
ple conception that the primary func- 
tion and sole justification of govern- 
ment is to preserve public order and 
safety—guarantee justice, and conserve 
the natural, human and accumulated 
capital resources which the energies 
of the people have created and use 
to provide for their prosperity and 
security. 

So, in consequence, we, in this—as 
in all other countries—are doomed to 
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suffer from the powerful spell of the 
political delusion. Because of our ig- 
norance and immaturity, we must bear 
the burden of this incubus of political 
superstition, regarding government as 
a dominant factor in our welfare and 
debating the question as to whether 
we should dismiss one set of public 
office holders and give their jobs to 
another set, as though this decision 
would settle the fate of the nation for 
all time, and make us poor or prosper- 
ous, happy or unhappy, secure or in- 
secure for the future. 

The waste of politics and the para- 
sitism of politicians has varying 
degrees. In the best and rarest sense 
politics is a profession, where, as in 
England, there is a permanent, trained 
and competent civil service performing 
the useful and necessary functions of 
government. In this country it is mostly 
a trade, a business which a large num- 
ber of people who can not succeed at 
any useful occupation carry on for 
profit, or to satisfy their sense of 
power, or simply to make an easy liv- 
ing. As such it is devoid of any sort 
of ethical principle save that the end 
justifies the means. This is the under- 
lying principle of racketeering in every 
field, and its unrestrained application 
in government in America and most 
European countries today make it ac- 
curate to describe modern politics as 
the greatest racket of our time. 

The familiar dissipation of the 
people’s resources in this racket 
through graft and waste in govern- 
ment is vast, but it is not the worst 
aspect of politics in its effect on their 
economic welfare. Much greater is the 
unseen damage done by the reckless 
exploitation of ignorance, prejudice 
and envy, the cultivation of every de- 
structive emotion among the mass, 
their seduction by delusive promises 
and empty slogans, their division along 
class lines, their brutalization and 
demoralization by demagoguery. 

This has become the most serious 
aspect of politics today. Interdepend- 
ence is one of the fundamental reali- 
ties of modern social existence. The 
condition of life on this thickly pop- 
ulated planet require the most con- 
tinuous cooperation, mutual under- 
standing, moral integrity and the 
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utmost possible intelligence among 
great masses of people if they are to 
survive and prosper. There is little 
enough intelligence, integrity and 
good-will to work on among the vast 
populations of today, and the spirit of 
cooperation and mutual understanding 
is at best a frail flower which has to be 
nourished with great care. In so far 
as politics damages this delicate struc- 
ture of individual character and com- 
munity morale, diminishes the capacity 
of people to work together and de- 
grades their intelligence, it constantly 
destroys one of the greatest economic 
assets of any nation. 


THE STATE CREATES NOTHING 


Governments and political leaders 
who deliberately or blindly promote 
this destructive process, as they do in 
almost every country today, by appeal- 
ing to the worst qualities of their 
people, are sowing the wind that 
brings the whirlwind harvest. Though 
they may pose as its saviors or sin- 
cerely persuade themselves that they 
are leading their people to some 
promised land of peace and plenty, 
they are inevitably making them 
poorer, weaker and less secure in the 
struggle for existence. 

What I have said does not mean 
that the politics of our time is of no 
importance to us and that we should 
pay no attention to it. It should be 
easy enough to avoid the influence 
in our thinking of the crude infan- 
tilisms and fallacies to which I have 
referred, and to avoid following the 
crowd in such fantasies as, for exam- 
ple, the notion that the public em- 
ployees who lost their jobs in 1932 
caused the depression, or that those 
who have been on the public payroll 
since 1933 created the recovery. The 
responsibility of the citizen is much 
harder than that. The spell of the 
state is insidious and pervasive, and 
all our vigilance and intelligence are 
required to protect ourselves from it. 
Every self-respecting citizen must 
face the facts of politics realistically, 
incessantly on guard against the su- 
perstition of the omnipotence and 
omniscience of governments and pol- 
iticians, probing their pretensions 
and claims, testing their accomplish- 


ments, weighing their cost. Never 
should he lose grip on the truth that 
the State creates nothing, that gov- 
ernment can do nothing for good or 
for evil that the people cannot do 
for themselves, and that their pros- 
perity and security are ultimately in 
their own hands and in those of 
greater gods than their kings, presi- 
dents or dictators. 

Vast as is the obvious waste and 
the invisible destruction involved in 
the great racket of modern politics, 
it ultimately brings its own remedies 
and reactions. Peoples may be fed 
on political myths for long periods 
because their appetite for them ap- 
pears to be inexhaustible; but finally 
they are overtaken by the facts and 
forced to find more substantial fare. 
Facts are the ultimate issue for hu- 
mans, whether or not they know 
them, understand them or accept 
them; and where this issue finally 
emerges, ballots do not count and 
are not counted. Politics may some- 
times be concerned with facts; but 
facts are never concerned with poli- 
tics. Politicians may play with them; 
but facts have the final deal. 


BusINEss FAR MorE IMPORTANT 


So, when I say that politics and 
politicians are not important, I mean 
to say that in the long run only the 
facts are important. So long as poli- 
tics and politicians are part of the 
facts, the facts about them should be 
watched with care and caution. But 
the truth is that they are the least 
important part of the facts, and the 
least deserving of our attention. Of 
far greater moment to every citizen 
is that great body of facts about the 
way we make our living and provide 
for our property and security, which 
we call business. The vast fact of the 
inescapable necessity of labor, indus- 
try, thrift, intelligence, enterprise is 
the immense and ultimate fact of life 
for all of us. It so far overshadows 
all the dim and shifting facts of 
politics and government that they 
can for the most part be safely for- 
gotten or ignored if this fact is 
firmly grasped by our people. 

Yet business, which is only the 
name for the ways in which we rec- 
ognize and adjust ourselves to this 
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fact in our everyday life, is the butt 
of the political game, the victim of 
the vast racket of modern govern- 
ment in every country today. It pays 
directly or ultimately the cost of the 
political circus that keeps the masses 
of the people amused and confused, 
and serves at the same time as the 
clown, the devil and the scapegoat 
for all the evils, the errors, follies 
and failures of politics. 

Here is an unparalleled paradox of 
our time. The political puppet show, 
the perennial Punch and Judy spec- 
tacle of modern party politics, is 
more important and absorbing to the 
great masses of every people than the 
vast drama of struggle and achieve- 
ment called business through which 
day by day they meet and deal with 
the fundamental facts of life. Busi- 
ness is immeasurably more important 
to everyone at every moment of his 
life than politics, because only 
through it can a people provide for 
their prosperity and security. It is 
true that prosperity and security are 
not all of that mysterious and elu- 
sive thing we call happiness; but 
they play a large part in it; and cer- 
tainly the chief pretension of politics 
is that it is concerned with these 
things and the perpetual appeal of 
politicians is that they can provide 
them. Yet if experience has taught 
men anything it is that they do not 
and cannot live by government but 
by business. Government itself and 
all its political sideshows are made 
possible only by business. At their 
worst, and always in some degree, 
they are parasites on the business or- 
ganization of the country, helping 
very little and very rarely to strengthen 
or protect their host, and mostly 
serving to harass, weaken and even 
strangle it. 


PEOPLE SHOULD AID BUSINESS 


If people were really concerned 
with their own interests, it would be 
axiomatic to expect that the great 
body of citizens in every country 
would want to see business active, 
flourishing and prosperous, con- 
stantly increasing and cheapening its 
output of goods and services, aided 
and encouraged to secure more capi- 
tal for expansion and improvement 
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and to apply all the available energy, 
initiative and enterprise of the coun- 
try to its development. It would 
certainly be expected that the great 
mass of people in any country would 
be zealous to have their government 
and political leaders devoting their 
attention most to fostering and stim- 
ulating industry and protecting it 
from every adverse influence, and 
certainly not to be expending enor- 
mous energy and vast amounts of 
the people’s money to hamper, har- 
ass, obstruct, discourage and inter- 
fere with the business enterprises of 
the country by making it the collec- 
tion agency for burdensome taxation, 
saddling it with every sort of irrel- 
evant philanthropic function,  ex- 
propriating and wasting its available 
capital resources, obstructing its ac- 
cess to new capital, destroying its 
initiative, interfering with its man- 
agement, provoking dissension among 
those engaged in it and stimulating 
antagonism toward it on the part of 
everyone whom it serves. 

Such expectations arise naturally 
from the obvious and inescapable 
truth that what we call business is 
merely the common activity by which 
everyone and the people as a whole 
cope with the fundamental facts of 
life, applying their human resources, 
their capacities of labor and intelli- 
gence and thrift to the natural re- 
sources available to them, in order 
to make their living and attain such 
prosperity and security as they can. 
Everyone is part of business in this 
sense; it embraces all our people, not 
excepting public officials, politicians 
and college professors, artists and 
agitators, all of whom it supports. 
No one can escape the influence of 
its strength or weaknesses, its fail- 
ures or accomplishments upon his 
own prosperity and security. Whether 
we are workers, farmers, government 
employees, teachers, home owners, 
stockholders, savings bank deposi- 
tors, life insurance beneficiaries, 
butchers, bakers, candlestick makers, 
boondogglers, alphabetical bums or 
bureaucrats—all of us live by busi- 
ness whether we know it or not. It 
alone makes possible the very exist- 
ence of the vast populations on this 
planet today. It has created every- 
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thing that this great mass of human- 
ity has for its subsistence, satisfaction 
and safety. 

Wuy Look ASKANCE AT BUSINESS? 

Why, then, do these vast masses 
of people live under the amazing and 
almost universal illusion that busi- 
ness is something separate and apart 
from their lives, an incidental nui- 
sance, an evil spirit, a devil against 
which the state and its political 
priesthood must and do_ everlast- 
ingly struggle to protect them? This 
topsy-turvy conception of the rela- 
tion between politics and business is 
perhaps the most important psycho- 
logical problem of our time, for al- 
most everyone, even business men, 
suffer from it. 

There are many factors that ac- 
count for it, but I think the main 
one is that the great mass of people 
who are living in the world today 
have been born and brought up in a 
push-button paradise which has been 
suddenly created during the past 
hundred years—a mere moment in 
the panorama of human history—by 
the development and widespread ap- 
plication of power machinery to the 
task of producing the enormous 
amount and variety of goods and 
services needed to support and sat- 
isfy these vast populations which 
would otherwise never have been 
born. Only an insignificant fraction 
of these populations have played 
any part in this development other 
than as almost passive beneficiaries 
of it. It has grown continuously 
and rapidly; there have been ups 
and downs in its operation but its 
benefits have never been suddenly 
taken away from them, leaving them 
to their own resources as primitive 
human animals in the struggle for 
existence. 

Millions of them have not the 
slightest idea what lies behind the 
electric switch with which they snap 
on their light and radio or automo- 
bile motor; they have not the re- 
motest notion where any of the 
things they see and use every mo- 
ment of their lives came from. They 
live in and by a slot-machine world, 
or a push-button paradise, in which 
everything they have and use is taken 
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for granted, and the thing called 
business which creates it is some- 
thing remote, silent, mysterious and 
permanent in the scheme of things. 

On the other hand, the machinery 
of government is always rumbling in 
their ears and its wheels revolving 
before their eyes; the political medi- 
cine men who minister to this bu- 
reaucratic behemoth are always ad- 
vertising their miracles, whirling 
their war dances and thumping their 
tubs to frighten or exorcise that mys- 
terious demon from the underworld 
—business, which threatens the 


people. 


WHAT CREATES GOODS AND 
SERVICES ? 

It is inevitable that the crowd 
should have the deep-rooted idea 
that the unseen source from which 
proceeds the familiar goods and 
services they use in their everyday 
life is something automatic, perma- 
nent and incidental, like the air they 
breathe, or the water in the tap, the 
electricity in the wire, or the oil 
burner in the basement, supplying 
whatever they want whenever they 
want it without anyone’s effort or at- 
tention. It is impossible for them to 
understand that this stream of goods 
and services is the result of a vast, 
complex, delicate and difficult proc- 
ess of continuous cooperative effort 
of mind and muscle, in which they 
inevitably are a part, and that only 
by the incessant labor, industry, ini- 
tiative and thrift of everyone is it 
able at any time barely to supply the 
necessaries of life and some of the 
satisfactions to the mass of humans 
who exist on this planet today. 

They do not realize that they and 
the whole of mankind are always 
living at best a short way from the 
edge of destitution and savagery. 
They have no conception of the 
truth that the organization of effort 
that keeps all of us from slipping 
over the edge is no automatic horn 
of plenty, able to produce goods and 
services without limit and without 
effort, but requires rather at all times 
the unremitting application of the 
capacities of the whole people to 
their natural resources. 

It is no wonder, therefore, that 
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when this delicate and difficult ma- 
chinery of human cooperation in the 
struggle for existence which we call 
business, slips somewhere and slows 
down for a time, the spell of the 
political superstition should grip 
the crowd and make it seek consola- 
tion or compensation from the gods 
of government. Then the bally-hoo 
of the vendors of every sort of polit- 
ical medicine brings the masses 
rushing to their tents. Then do they 
throng the booths of the political 
palm-readers to learn whether it is 
a short dark candidate or a tall fair 
one who is to deliver them from 
economic bondage and guarantee 
them perpetual prosperity and secu- 
rity. Then do they gather round the 
political prestidigitators and watch 
them deal the thumb-worn cards for 
a new trick, or bring forth rabbits 
from the old top hat, while the 
patter of promises hypnotizes them 
into a pleasant and hopeful confu- 
sion. 


BusINESS MEN OFFERED UP AS 
SACRIFICES 

The solemn crooning of the can- 
didates, the sound and fury of the 
party choruses and campaign speeches 
becomes sweet and stirring music to 
their ears. The incense of mass ex- 
citement rises on the altars of the 
temples of state, and droves of busi- 
ness men—the eternal scapegoats of 
politics—are offered up for sacrifice 
to appease the wrath of the people 
and propitiate the gods of govern- 
ment. 

But no matter how long or im- 
pressive this everlasting political 
spectacle may be, nothing important 
really results from it. Parades and 
speeches always end, and the real 
gods of a people’s destiny reside else- 
where. Sooner or later everyone has 
to go back to work, back to business, 
back to the task of making a living, 
and of taking part in the production 
of the goods and services by which 
we live, prosper and are secure. In 
the end we all, individually and to- 
gether, have to face the facts of life 
and labor, and business is the only 
way which we do it. 

It is true that at times—as at pres- 


ent, ia this country—great questions 
and decisions may lie beneath the 
surface of politics. But these issues 
are very rarely recognized by any 
great number of people. If they 
are of real importance, very few can 
understand them; and the essence of 
the technique of politics is to deal 
only with trivialities and superfi- 
cialities, and to appeal to the lowest 
common denominator of mass emo- 
tion and understanding. 


Must Not Expect MUCH FOR 
Goop or EvIL 

Such issues are never settled by po- 
litical campaigns, speeches, elections, 
or even by dictators’ decrees. They 
are finally decided by the facts, and 
they are ultimately grasped only 
through the actualities of experience 
of those involved in them. It has 
been said that history teaches only 
that history teaches nothing, for the 
great mass of people learn only from 
their own experience, not from the 
experience of the past. 

So in the present situation in which 
there are great questions of which I 
have spoken many times in the past 
three years, and shall not discuss now 
—what is our practical duty as intelli- 
gent business men and American citi- 
zens? As Americans we can only play 
our part in politics in the light of our 
understanding of the real issues in- 
volved, and act in what we believe is 
the best interest of the nation. But we 
must not expect too much of the polit- 
ical outcome for good or for evil, 
whichever way it goes. We are in the 
rising phase of another cycle of pros- 
perity which was independent of 
changes in public job-holders in 1933 
and will not be greatly influenced by 
any changes that may occur in 1936. 

In so far as these changes involve 
tendencies damaging to the qualities 
of character and economic prosperity 
of our people for the future—and I 
think the danger is great—the drift 
will be changed only as a result of 
real experience of the consequences 
by the great mass of our people. In- 
evitably, in the long run, all of them 
will pay the price for wastage of 
capital resources and destruction of the 
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working capacity and morals. of our 
people through political exploitation. 

But as business men, we can do most 
for ourselves and for the country if 
we carry on, day by day, our job of 
dealing with the facts and getting our 
work done as well as we can. By carry- 
ing on, economically, efficiently, care- 
fully, conscientiously and wisely the 
responsibilities for conserving the as- 
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sets entrusted to us, we can feel that 
we are doing our bit to compensate for 
the costs of political parasitism and to 
lighten the burdens which it imposes 
on the American people. 

As we look back over the long 
perspective of American progress 
which has brought our country to this 
high peak of accomplishment, we can 
console ourselves with the thought that 
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our prosperity has grown steadily and 
rapidly since our beginning, through 
the energy, industry, enterprise and 
thrift of our people, in spite of all 
wastage of government and the conflict 
and confusion of politics which we 
have suffered; and we can thank God 
that through all these years most of 
the American people minded their 
business. 


Efficiency and Greater Profits May Come 
from Robinson-Patman Act 


What May and May Not Be Done Under Provisions of New Law 
Described in Detail, with Citations of Specific Cases and Sets 
of Circumstances,in Paper Prepared by DR. WILLARD L. ‘THORP. 


HE provisions of the Robinson- 

Patman Act, and the problems in 
cost accounting which arise under it, 
have been subjects of discussion and 
debate for several months. Much light 
was thrown on the many points which 
have been raised in these discussions, 
by Dr. WiLttarp L. Tuorp, in his 
address to members of THE CONTROL- 
LERS INSTITUTE OF AMERICA, aft its 
Fifth Anniversary meeting, October 6, 
at the Waldorf-Astoria Hotel, New 
York City. 

Dr. Thorp is regarded as one of the 
men in this country who are best in- 
formed as to the provisions of this new 
law, and as to their probable applica- 
tion and interpretation. He is director 
of Economic Research of Dun & Brad- 
street, Inc. His paper will be very 
helpful to controllers and to corpora- 
tion officials generally. 

—THE Epiror. 


By this time you have all been 
bombarded with innumerable opin- 
ions, written and oral, concerning 
the Robinson-Patman Act. Such con- 
cern about this law is not surprising, 
for it strikes at many existing busi- 
ness practices and carries the threat 
of both criminal and civil proceed- 
ings against the violator. At the 


same time its phrases are often so ob- 
scure and its standards stated in such 
general terms that its precise applica- 
tion to specific situations among the 
diversity of business transactions is 
all too frequently left in the realm of 
speculation. This Act strikes out 
into new ground, where the absence 
of any considerable body of direct 
legal precedent makes the task of 
obedience even more difficult. 

In this situation there is only one 
certain crime—for the business man 
to put his hands over his eyes and 
ears and do nothing except curse; 
in other words, to disregard the act 
completely. He must at least survey 
the situation and determine con- 
sciously what his policy is to be. He 
either should review and if necessary 
revise his buying and selling policies 
to keep within the law, or undertake 
with his eyes open the contingent 
liability of disregarding its provi- 
sions. Many are not merely taking 
such a negative attitude, but are say- 
ing, “Here is an opportunity to re- 
vise our price structure with the au- 
thority of law behind us, as we have 
long wished to do.” 

The Sherman Act and the Clayton 
Act were both slow in their impact 
on business. There have been sur- 
prisingly few cases which have 


reached the courts where they were 
involved. Nevertheless their influ- 
ence in shaping the character of our 
present economic structure has been 
great, not so much through legal 
proceedings but more in their effect 
on the thinking of business men. One 
may anticipate the same sort of de- 
velopment under the Patman Act. 


FAIR COMPETITION CENTURIES OLD 
PROBLEM 

Before I come down to specific 
cases I must take a few moments to 
make sure that we all have the same 
background material. For centuries 
we have been building common and 
statutory law defining fair compe- 
tition. When, in the _ seventies, 
producers began to combine to 
strengthen their position in the mar- 
ketplace, resentment gradually ex- 
pressed itself through state legisla- 
tion and finally the Sherman Act. It 
was an attempt to preserve competi- 
tion in the face of combinations of 
sellers. 

In more recent years, as our eco- 
nomic system has developed, a simi- 
lar threat to the operation of the 
market has appeared on the buyers’ 
side of transactions. Methods of dis- 
tribution have seized upon the ad- 
vantages of large-scale operation, 
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and large enterprises have emerged 
in the distributive field. In many 
lines these new large-scale buyers 
have become so important in the 
market that many persons felt that 
their bargaining power exceeded any 
economic justification. In other 
words, they were able to approach 
a seller and obtain concessions be- 
cause of the importance to the seller 
of winning their orders. Observers 
insisted that here was a new threat 
to the satisfactory operation of com- 
petition. It is much the same prob- 
lem as that faced by the Sherman 
Act, but from the other side of the 
market. 

For years various methods of dis- 
tribution have operated side by side 
—the chain, the mail-order house, the 
mass distributor, the independent. 
As in all competitive situations, it 
was not entirely harmonious. But the 
depression stirred up feeling to an 
intense pitch. The number of out- 
lets hardly decreased and many of 
their costs were unchanged. But the 
volume of retail business was cut to 
51 per cent. of the 1929 level by 
1933. I hardly need to explain why 
competition among channels of dis- 
tribution suddenly became a problem 
of national importance. The result 
of this new situation is the Robin- 
son-Patman Act, enacted near the 
end of the last session of Congress, 
an act intended in the minds of its 
authors to put all buyers on an equal 
basis, at least equal in the sense that 
no buyer is more favorably treated 
than can be justified by actual econ- 
omies which he makes for the seller. 
This should mean something to every- 
one of you for you are both buyers 
and sellers. 


OUTLINE OF ACT’S PROVISIONS 


I shall not bother you with the de- 
tails of the act, but I do wish you 
to be clear as to its general principles 
because it is of national significance. 
Any summary must omit various 
qualifications. Nor can it recognize 
all the neat legal problems raised by 
the obscure phraseology of the act. 
It is an act which declares unlawful, 
discriminations in a seller's price be- 
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tween customers on commodities of 
like grade and quality when inter- 
state commerce is involved and when 
competition or a competitor is in- 
jured. However, it does not go so 
far as to insist upon a uniform price 
to all customers but does permit 
price differences when they can be 
justified by differences in quantity 
and method affecting the cost of 
manufacture, selling or delivery, or 
by differences in the condition of 
the market. 

In passing I should note that even 
differences in cost may not be suff- 
cient justification if there are so few 
buyers in a given category that the 
result is a tendency towards mo- 
nopoly. In such a case the Federal 
Trade Commission is given authority 
to fix maximum quantity discounts. 
Price discriminations may be taken 
to be measured in terms of net prices, 
thus including all elements in the 
bargain. Where services and allow- 
ances are involved, they cannot be 
used as a basis for special concessions 
to selected customers but must be 
made available to all competing cus- 
tomers on a proportionally equal 
basis. 


BUYER ALSO LIABLE 


A special regulation is included 
with regard to brokerage, intended 
to prevent the use of brokerage fees 
as a type of concession where no ac- 
tual brokerage function is performed. 
Recognizing the fact that in many 
cases the buyer has forced the seller 
to give him a discrimination, the law 
places legal responsibility for viola- 
tion of the law upon the buyer as 
well as the seller. This means that a 
business man must watch not only 
his own selling price structures, but 
also must be concerned about the 
prices of those from whom he buys. 

It is important to note that while 
this law definitely establishes limits 
for variations within price structures 
it is not a price-fixing law, at least 
in the usual sense. It does not pre- 
vent a man from lowering prices 
providing he does not lower them 
unduly to certain selected customers. 
In fact it is very little concerned with 
general levels of prices but rather 








with the character of treatment given 
different customers. 

Furthermore, it should be noted 
that this act does not in any way do 
away with existing anti-trust laws. 
It is rather a clarification and an ad- 
dition to them. It is just as danger- 
ous for business groups to get to- 
gether and decide what the character 
of their price structures shall be, as 
it was before. 

I have said that the law is not con- 
cerned with price levels but rather 
with price structures. It definitely 
assumes that every business man sub- 
ject to its jurisdiction should have a 
rational price structure. The business 
of having no established prices, but 
fixing them from moment to mo- 
ment according to the resistance of 
the customer, is contrary to the 
whole spirit of the act. Competing 
buyers deserve equal prices for the 
materials which they buy so that 
they begin their competition on an 
equal basis. That is the principle. 


SPECIFIC CASES DISCUSSED 

In order to make more clear the 
significance of these general state- 
ments, I wish to discuss with you 
some specific cases which have come 
to my attention in recent weeks. I 
do it with all humility. I am not 
giving legal opinions, but wish 
merely to indicate a possible way of 
thinking about certain situations, pri- 
marily for the purpose of giving con- 
tent to the general principles. The 
courts may not agree with my com- 
ments, for legal logic does not al- 
ways coincide with economic logic. 
And some problems which I shall 
not discuss, such as the definition of 
interstate commerce, are strictly legal 
problems, having no economic con- 
tent. Furthermore, my discussion is 
based on the premise of endeavoring 
to apply the principles of the law. 
Of course an effort to measure the 
maximum that can be “gotten away 
with” would introduce different con- 
siderations. Needless to say I have 
altered the products involved in the 
cases to be discussed, so that the 
companies and specific industries 
concerned are not exposed. 




















CASE I 


A manufacturer of flashlight bat- 
teries has been in the habit of using 
two different labels, the batteries in- 
volved being identical. His own 
brand is sold to independent retailers 
at one set of prices according to 
quantity brackets. The other brand 
is sold to chain stores at prices con- 
siderably below the first price struc- 
ture for similar quantities. Does 
the law permit different prices for 
different brands? 

The governing phrase is “com- 
modities of like grade and quality.” 
There seems to be fairly general 
agreement that this definition does 
not admit differences which are solely 
those of brand. Otherwise, there 
would be a hole in the law big 
enough to let everyone through. 
Brands are selling devices rather than 
product differences. However, there 
is one condition which might per- 
mit price differentials. If for ex- 
ample the manufacturer spent large 
sums advertising his own brand and 
none in advertising the chain brand 
he would probably be allowed to 
demonstrate a cost difference arising 
from different methods of selling. 
Otherwise, he is expected to disre- 
gard mere brand differences in his 
price structure. 

The case is not so clear when ac- 
tual variations in the product begin 
to appear. The law does not say 
“identical” but “like.” Obviously, 
this problem is one which must be 
considered in each individual case. 
Luckily business men themselves have 
some idea of when commodities are 
in such direct competition that price 
differences will affect the status of 
competing distributors. 

Another problem suggested is that 
of defining “commodities.” Ob- 
viously, medical service is not a com- 
modity and doctors’ fees would not 
come under the act, even if they 
could be classed as “‘interstate.’” How- 
ever, it was necessary for the Clay- 
ton Act to declare that human labor 
is not a commodity, and there is 
some precedent for bringing border 
line cases such as advertising space 
within the scope of the “commodity” 
classification. 
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CASE Il 


A manufacturer of paper contain- 
ers has no regular price structure, but 
bargains individually with each cus- 
tomer. Is he liable under the Act? 

A primary test of an unlawful dis- 
crimination is that it must result in 
injury to competitors, customers, or 
their customers. Inasmuch as the 
cost of containers to his customers is 
an infinitesimal part of the total cost 
of their final product it would be 
well-nigh impossible to demonstrate 
that any injury to the customer in 
his competition resulted from the 


' differential. The same logic holds for 


sales of shoe laces to shoe manufac- 
turers. Even if laces were sold at 
double the price to some manufac- 
turer, it would be difficult to show 
that he was injured in his competition. 

However, there still remains one 
danger point for such sellers. If 
their prices are cut at points which 
are capable of injuring certain of 
their own competitors through such 
selected price-cutting, they will be 
clearly liable. The Patman Act is in- 
tended to bring about rational price 
structures which will move up and 
down under the impact of competi- 
tion rather than bend merely at the 
points where the competition is most 
severe. 

One of the peculiarly troublesome 
problems under the act is the deter- 
mination of injury. Even fair com- 
petition is a continual effort to in- 
jure one’s competitors, though in a 
polite way. And it is easy to ascribe 
the inevitable results of inefficient 
operation to the uncharitable opera- 
tion of one’s competitor. The de- 
velopment of standards for deter- 
mining injury, is one of the early 
necessities for proper interpretation. 


CASE III 


A distributor of lumber is caught 
with a large inventory which has 
tied up his working capital. He 
needs cash to meet his payroll. He 
knows of a purchaser who will buy if 
a sufficient price concession is made. 
May he do it? 

The only justification offered is 
one of the seller’s necessity, and that 
is not recognized by the law. Market 
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changes are an admissible defense, 
but not personal vagaries. If this case 
were recognized, the next would be 
the manager who had to earn enough 
profit to appease his stockholders. 
Price discrimination is not justified 
either as a weapon against a compet- 
itor, or by the personal necessity of 
the seller. 

The distributor has two choices: 
In the face of bankruptcy, he may 
take the chance that his act of dis- 
crimination will never come to the 
knowledge of the law-enforcing 
agency, or a competitor looking for 
a chance to file suit. Much safer 
would he be to lower prices to all 
buyers until the emergency was 
safely passed, or find a non-competi- 
tive market in which he might prop- 
erly discriminate. Of course, as a 
final resort, he might visit his banker. 


CASE IV 


An apparel manufacturer has cus- 
tomarily sold both to wholesalers and 
retailers. He has had a scale of 
quantity discounts but in addition, has 
given an 8 per cent. discount to 
wholesalers. He can not defend the 
discount by demonstrating cost dif- 
ferences. May he continue to give 
the functional discount? 

On this point, the act is silent. 
There are those who feel that func- 
tional discounts are therefore out- 
lawed. However, the bulk of opin- 
ion appears to stand in defense of 
such discounts, if within reason. 
Having in mind the fact that the 
principal sponsors of the law in- 
cluded wholesalers, it would be a 
grim jest if the act outlawed their 
discounts. Defenders of such func- 
tional discounts have their argu- 
ments on legal points, such as that 
such a major upheaval could not 
properly be occasioned as an indirect 
result of a law not aimed thereat. 
Others argue the less tenable point 
that wholesalers and retailers are not 
in competition. However, the clear- 
est argument is that this discount to 
wholesalers, being absorbed by them, 
does not permit their customers to 
injure those who buy directly, so 
no unlawful discrimination results. 

It is obvious that if functional dis- 
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counts are thus permitted, many 
troublesome points are introduced. 
How much can they be? And how 
detailed a customer classification may 
there be? In general, the sensible 
position seems to be that there can 
be only broad classes where clear 
differences in function exist, such as 
wholesalers and retailers. However, 
on each of these levels, differences 
in sub-species must bear a relation 
to the limits established by cost. 


CASE V 

A brick manufacturer has sold to 
wholesalers (or jobbers) and to con- 
sumers (or contractors). He has 
maintained a differential of 6 per 
cent. between the two classes. He 
knows that in the past some of these 
contractors have been given a jobber 
rating. In some instances they have 
“Jobber” on their letter-heads, al- 
though he is certain they do little or 
no jobbing. In others, he is certain 
that his salesmen have mis-reported 
in order to make a sale. Is he liable 
under the act? 

Assuming that he decides that 
functional discounts are permissible 
under the act, he is then responsible 
for proper classification of his ac- 
counts. The man who is classified 
in the lower class and knows that his 
competitor is improperly receiving 
the discount of the class above, may 
sue for triple damages. In the past, 
such misclassifications led to a loss 
of possible income; now it is a crim- 
inal offense. As a result, the seller 
arranges with a responsible investi- 
gating agency to provide him with 
the necessary facts for his classifica- 
tion. His defense now is that he has 
taken “reasonable care.” Incidentally, 
general classification is not always 
sufficient, for a man may wholesale 
some products and only retail others. 
In the case here cited the manufac- 
turer has planned a rebating system 
based on reports by those who are in 
both categories concerning their in- 
dividual sales, so that each transac- 
tion will be properly classified. 


CASE VI 

A radio manufacturer has the prac- 
tice of reducing his price to certain 
purchasers at the end of the season 
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in order to unload his inventory be- 
fore introduction of new styles. Is 
this permissible ? 

The answer to this problem ap- 
pears to lie in the section permitting 
price changes due to changes in mar- 
ket conditions, specifically referring 
to obsolescence of seasonal goods. 
However, this section seems to refer 
to comparison of sales at one time 
with those at another time. It does 
not appear to authorize price-cuts to 
selected customers while not offering 
them at the same time to others. The 
safe procedure would be to make a 
general offer available to all cus- 
tomers rather than to limit it to cer- 
tain selected ones. 


CASE VII 


A manufacturer of alloys is con- 
tinually developing new products. 
When a product is ready for market, 
he places it with many distributors. 
However, to certain selected ones, he 
gives special promotional discounts, 
expecting them to take an active 
part in developing the market. Are 
these discounts unlawful? 

The act permits a cost differential 
in price in connection with different 
methods of selling. Beyond this, it 
authorizes the purchase or sale of 
services in connection with transac- 
tions. The only limitation on such 
discounts or allowances is that they 
must be “available on proportionally 
equal terms to all other customers 
competing in the distribution of such 
products or commodities.” This 
manufacturer would therefore need 
to define exactly the promotional 
services for which he is prepared to 
give the special discount (not an 
easy thing to do) and then offer to 
give the discount to any customers 
who will provide the services. 

For example, if the selected dis- 
tributors are those who are able to 
provide engineering advice to cus- 
tomers, that might be a basis for the 
allowance. The principle is not the 
abolition of such allowances, but 
rather the elimination of their use 
merely as price concessions. There 
are other ways of meeting the situa- 
tion which have been suggested. One 
is to sell only to promotional dis- 
tributors until the market is estab- 





lished, and then to extend the distri- 
bution to all jobbers on an equal basis. 
Another is to write a separate con- 
tract for promotional service, quite 
apart from any specific transactions. 
The propriety of this last method is 
not entirely clear. 


CASE VIII 


A manufacturer of drug products 
has customarily given certain large 
customers an advertising allowance 
of 10 per cent. No contractual ar- 
rangement defined the obligations of 
the buyers, but it was expected that 
they would mention the product oc- 
casionally in newspaper advertising. 
May the practice be continued under 
the act? 

This is one of the most difficult 
problems raised by the act. Recog- 
nizing that such allowances were a 
prevalent form of price concession, 
Congress had the alternative of say- 
ing either that they must correspond 
to value received (in which case 
they would no longer be a clear re- 
bate) or that the equalization should 
come from their extension to all cus- 
tomers. It chose the latter course by 
requiring allowances to be available 
on proportionally equal terms to all 
other competing customers. Even 
this statement has not cleared the air, 
for the problem remains: propor- 
tional to what—tto sales, to value re- 
ceived, to volume or value of pur- 
chases, or even to total sales of all 
commodities by the outlet? It is clear 
that allowances will have to be uni- 
versal and defensible. If they are 
to be proportional to value received, 
the seller will need to define with 
great exactness, what are advertising 
values to him. Again, the idea back 
of the regulation is clear, but the 
problem is in the application of the 
standard. 

It should be noted that some law- 
yers are suggesting that these mat- 
ters be handled in a separate con- 
tract, not relating in any way to the 
sale of commodities. 


CASE 1X 
A manufacturer of overalls is op- 
erating at 50 per cent. capacity. His 
direct costs are 60¢ a garment and 
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his overhead another 30¢. His price 
is 90¢, and he is just breaking even. 
A mass distributor offers to take as 
much again, bringing him up to ca- 
pacity, at 65¢ a garment. Since his 
overhead will not increase and his 
direct costs are but 60¢, the new 
order will put him in the profit col- 
umn. Is the price differential un- 
lawful? 

Congress intended the law to deal 
clearly with situations like these, so 
frequent during the depression. The 
problem is the old one of ailocation 
of costs, and the intention of the 
act is to distribute overhead over all 
units unless the item is clearly sep- 
arable, such as engineering work 
done for a particular customer. To 
be sure, some difference in costs in the 
case cited may be demonstrable, based 
on different selling costs and per- 
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haps different methods of delivery. 
But the general overhead cannot be 
allocated against only a part of the 
business. If these differences in cost 
were 5¢, the manufacturer could 
price to the large buyer at 72.5¢ and 
lower the price to his old customers 
to 77.5¢, and still break even. But 
from that point, they would have 
to move up together, with no more 
than the 5¢ spread. 


These specific problems may serve 
to point out some of the implications 
of this act, and indicate its general 
approach to the problem of fair com- 
petition. It would be foolish to ex- 
pect the act automatically to correct 
all the evils in our price and market- 
ing structure. But, if it does nothing 
else, it will have served a useful pur- 
pose in focussing attention on the 
problem of price structures. 
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REVIEW OF PRICE STRUCTURE 
ESSENTIAL 

One practical suggestion which I 
wish to make in closing is the neces- 
sity of reviewing carefully the char- 
acter of your price and cost records. 
Any transaction of yours may be- 
come subject to a lawsuit, as long as 
its eligibility is permitted by the 
statute of limitations. The moral is 
that you must preserve most care- 
fully any evidence which may be- 
come important in your defense. And 
if in the meantime you take advan- 
tage of the opportunity to study your 
prices, costs and marketing structure 
in terms of the specific data in these 
records, you may find increased efh- 
ciency and a greater profit as an un- 
expected by-product of the Robin- 
son-Patman Act. : 


Problems Arising from Undistributed 
Earnings Tax Not Unsolvable 


Adopt Natural Year Ending Late in Calendar Year, Suggests Accountant—Keep Sepa- 
rate Depreciation Account for Each Major Unit—Make Repairs, Advertise—A dvantages 
of Receivership—Budget Carefully—Dissolve Subsidiary—Article by U.S. GREENE, C.P.A. 


HIS 7s the second and last article 
by Mr. Greene dealing with the 
provisions of the Federal Revenue Act 
of 1936, and how best to meet them. 
The first article appeared in the Sep- 
tember number of THE CONTROLLER. 
Mr. GREENE 7s co-author with MR. 
WILLIAM H. Crow, LL.B., of a book, 
“Planning for Tax Economy’ which 
has just been published. He was for- 
merly an auditor of the United States 
Bureau of Internal Revenue, and is 
now a practicing public accountant. 
This article deals with tax saving pos- 
sibilities. 
—THE Epiror. 
A facetious suggestion is made in an 


editorial in a recent issue of an ac- 
countancy publication that hereafter it 


will be necessary for corporations to 
carry a Reserve for Unknowable Taxes. 
Most of the uncertainty about taxes 
apparently relates to the unprecedented 
surtax on an arbitrarily defined ‘“‘un- 
distributed adjusted net income’ of 
corporations. 

There are at least nine or ten specific 
grounds for doubting the constitutional 
validity of this entirely new principle 
in American taxation; but a discussion 
of these does not lie within the scope 
of this article. 

Among the attendant difficulties of 
this provision of the law, one which 
meets with the least enthusiastic re- 
ception is that corporations are forced 
into the role of forecasting operating 
results and dividend policies under 
such drastic restrictions as to make ac- 


curate forecasting extremely difficult. 
A few of these hazards will be illus- 
trated. 


ARBITRARY BUREAU DETERMINA- 
TIONS 


Assume that the controller of a com- 
pany, with his staff of assistants, and 
with the cooperation of the heads of 
other departments, has carefully esti- 
mated the results of operations to the 
end of the year, some weeks in ad- 
vance, and has recommended a certain 
dividend policy which is adopted. A 
tax reserve is accordingly determined 
and set up on the books. 

Later a revenue agent whom the 
taxpayer concludes must be subject to 
remote control and allowed to exercise 
only a very limited amount of discre- 
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tion, regardless of how competent he 
may be, makes a review for the year. 
The Bureau, in its zeal for taxes, ar- 
bitrarily decides that compensation 
paid to officers is “unreasonable” ; that 
substantial items in Repairs Account 
must be capitalized; that depreciation 
does not conform with the require- 
ments of T. D. 4422; that provision 
for bad debts is too liberal; and that 
certain substantial losses are capital 
net losses, of which only $2,000 may 
be deducted. The result of these deter- 
minations is a very large imcrease in 
taxable net income; and not only a 
substantial increase in “normal tax” 
but a severely burdensome additional 
“surtax on undistributed income.” 


BURDEN OF ANTICIPATING BUREAU 
POLICIES 

After a jolting experience like that 
a taxpayer thinks that the burden-of- 
proof theory is overworked and that 
not only must the company make dili- 
gent efforts to determine its results 
accurately in advance, it must also take 
into account the policies of what it 
reluctantly concludes is a tax-hungry 
Bureau. When taxpayers begin to 
question the fairness, and even the 
ethics, of the Bureau of Internal Reve- 
nue in its administration of the tax 
laws, it is most regrettable because of 
the probable consequences of such 
doubts. But it seems to be an unfortu- 
nate fact that this is increasingly true. 


CHARGING OF SURTAXES 

One question which seems to rise 
in the minds of many controllers is 
whether the surtax on undistributed 
income should be charged as a cur- 
rent expense of the year to which it 
relates or whether it should be charged 
direct into Surplus or Undivided Prof- 
its. Under no circumstances should 
this tax be charged to Surplus, except 
in the case of an additional assessment 
against a prior year. 

In the early years of income taxa- 
tion, that is, during the war years, the 
Government invented the fiction that 
income and war profits taxes were not 
expenses, but merely represented a 
sharing of profits with Uncle Sam as a 
benevolent partner. But it was quickly 
found that this self-designated avuncu- 
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lar partner decided what share of the 
profits he wanted to receive—and his 
wants had a growing trend. In many 
cases he grew to be decidedly queru- 
lous and did not hesitate to assume 
the role of dominating partner. 

That fiction was soon discarded, and 
it should not be revived. All taxes 
should be charged as expenses of the 
year to which they relate, not excepting 
surtaxes on undistributed income. As 
to whether they should be included 
with “normal” tax as one item or 
shown separately is a matter of choice 
in each case; though if they are sub- 
stantial I would favor showing each as 
a separate item, and as the last deduc- 
tions on the operating statement pre- 
ceding the net profit. 


ESTABLISHING PROOF BY PROPER 
ACCOUNTING 

But complicated as are some of the 
problems created under this very in- 
volved new tax provision of the Reve- 
nue Act of 1936, they are not neces- 
sarily unsolvable. A few things are 
indicated as indispensable in all cases 
to protect corporations from being 
penalized by unnecessary and avoidable 
overpayments of taxes. 

The burden of proof is placed 
squarely upon taxpayers to establish all 
facts relating to their taxable incomes. 
Many taxpayers complain that the Tax 
Bureau adheres to this theory on a 
drastic pound-of-flesh basis to the last 
ounce, and go far beyond the point of 
merely requiring reasonable proof. 

The first thing necessary is to estab- 
lish all essential facts at the time each 
transaction is completed, and adopt an 
accounting system and methods which 
are adequate to record all important 
facts about each transaction as it oc- 
curs and while all the facts are avail- 
able. An efficient accounting system 
is not the most elaborate system that 
can be designed. Quite the opposite. 
The most efficient accounting system 
is the simplest system that can be 
adopted which, at the same time, is 
adequate to record the complete facts 
about business transactions, and is 
sufficiently flexible to provide for nor- 
mal changes in operating conditions. 
These will vary with each case. In 
other words, the most efficient account- 


ing system is the one which employs 
the maximum of common sense and 
sound intelligence in its methods. 


ELIMINATING TAX CONTROVERSIES 

Elementary as this may seem, con- 
trollers will recognize the soundness of 
these basic principles because prac- 
tically all major taxes are based on fi- 
nancial and accounting facts, and the 
consistent observance of these princi- 
ples would establish clearly the facts 
of all financial transactions. This 
would automatically eliminate a great 
number, and perhaps a majority, of tax 
controversies, since the greatest num- 
ber of tax disputes arise over the de- 
termination of facts rather than inter- 
pretations of the law, although there 
are of course some cases which develop 
over the interpretations of tax laws. 
We can consider only the tax advan- 
tages of an efficient accounting system 
in this article. There are other ad- 
vantages which are even more impor- 
tant, but they cannot be discussed here. 


CONTROLLER'S ACCOMPLISHMENT OF 
TAX SAVINGS 


The functions of a competent con- 
troller are vital to the success of his 
company in many ways. It seems clearly 
to be of sufficient importance to dis- 
cuss to a limited extent some detailed 
possibilities of correlating and plan- 
ning the work of the controller so that 
substantial tax savings can be accom- 
plished. 

It is unquestionably a function of 
the controller to recommend those 
financial measures and policies which 
will advance the best interests and 
promote the welfare of his organi- 
zation, because he is preeminently 
charged with the executive responsibil- 
ity of doing the ‘‘figure thinking’’ for 
his company; and not be content with 
merely being a glorified bookkeeper in 
a rut who has the halo of an important 
title. 


ADVANTAGES OF THE “NATURAL” 
YEAR 


If a controller is progressive and 
alert to the best interests of his com- 
pany he will be prepared to consider 
with an open mind the administrative 
advantages and the important tax- 
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saving possibilities that would accrue 
to his corporation from adopting a 
natural year instead of arbitrarily using 
a calendar year or a wrong fiscal year. 
Let us consider this question briefly, 
with particular emphasis upon the tax 
aspects. 

A “calendar year,” of course, means 
the twelve months ending December 
31. ‘‘Fiscal year” means twelve con- 
secutive months ending on the last 
day of any month other than December. 
“Natural year’ might be either a calen- 
dar year or fiscal year, depending on 
the facts of each case. This will vary 
not only in different industries, but 
even in organizations of the same in- 
dustry in different locations. This 
should be decided on the facts and 
merits of each case. 

Without going into lengthy techni- 
cal details, the simplest test to deter- 
mine the “‘natural’’ business year of 
any organization is that it ends on the 
last day of that month which normally 
marks the lowest point of the merchan- 
dise inventory, accounts receivable, ac- 
counts payable, and general operations 
of the company for the year. Several 
obvious advantages result. 


INCREASE IN ACCURACY OF STATE- 
MENTS 

The financial statement and operat- 
ing statement of every going concern 
are, to some extent, estimates of finan- 
cial facts, and in the nature of things 
cannot be exact. However, when they 
are intelligently prepared they are sci- 
entific estimates and are sufficiently ac- 
curate for all practical purposes. But 
to the extent that these estimates are 
incorrect they produce misleading state- 
ments which, in many cases, are seri- 
ously wrong. Adopting a natural year, 
as is being done by an increasing num- 
ber of progressive, well-managed busi- 
ness organizations, automatically re- 
sults in greatly reducing errors from 
estimates and developing statements of 
increased accuracy and dependability 
for a number of reasons. 

Since inventories are reduced to their 
lowest point by the close of the busi- 
ness cycle and by post-seasonal clear- 
ance sales in those businesses in which 
this practice applies, most of the obso- 
lete products will have been disposed 
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of, and the smaller quantity of stand- 
ard goods is easier to inventory and 
to price accurately. Also more time is 
available to do this work carefully and 
accurately during the dull season which 
marks the normal close of the natural 
year. 


SETTING UP RESERVES FOR BAD 
DEBTS 


These same principles apply to the 
correct determination of the sound, 
collectible value of accounts receivable, 
and other items. One method of pro- 
viding a Reserve for Bad Debts which 
has a somewhat extensive but mis- 
guided acceptance is to take the total 
bad debts charged off over a period of 
years, usually five, determine their per- 
centage to the total sales for the same 
period, and apply the same percentage 
to current sales to determine the 
amount to be written off for bad debts 
for the present year. That method, in 
the opinion of the author, represents 
an undue concession to theory, espe- 
cially an unsound theory. It is any- 
thing but common sense applied to ac- 
counting methods. 

To take a percentage of the sales 
of the current year which is based on 
past experience might be entirely too 
high during a “prosperity’’ year or it 
might be decidedly too low during a 
period of depression. The effect of 
trends is very important in such cases. 
The original charge-offs on which the 
percentage was based might have been 
excessive or inadequate. That is a 
common experience. An analysis of ac- 
counts receivable at the end of the 
natural year as to ages, that is, as to 
dates of sales when the charges were 
made, and consideration of other per- 
tinent current facts, represents the best 
and most accurate method of determin- 
ing Reserve for Bad Debts. 

A Reserve for Bad Debts is the es- 
timated total amount of Accounts 
Receivable which will prove to be un- 
collectible. The amounts of this Re- 
serve deducted from total accounts 
shows the estimated sound, collectible 
value of accounts receivable. At the 
end of the business cycle which marks 
the close of the natural year, after hav- 
ing collected accounts receivable down 
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to the lowest point of the year, the 
company is generally in possession of 
more definite information as to the 
collectibility of its accounts receivable. 
The difficulties of determining the Re- 
serve for Bad Debts correctly are then 
reduced to a minimum. 


OTHER ADVANTAGES OF NATURAL 
YEAR 

Another advantage of adopting a 
natural year, in those cases where the 
natural year is different from the cal- 
endar year, is that new tax laws gen- 
erally do not become effective until 
later dates, and this gives additional 
time to meet the changed conditions 
under a new law. 

For example, if a corporation oper- 
ates on the basis of a natural year 
which ends on the last day of October, 
the Revenue Act of 1936 does not 
apply to income tax returns until the 
fiscal year which begins November 1, 
1936. This is an important advantage 
because it gives ten additional months 
to meet the drastic changes in an im- 
portant new law. 

The same condition will presumably 
continue to apply in future revenue 
laws because of its simplicity for the 
government. And we shall probably 
have new tax laws imposing heavy 
taxes for many years. This is not in- 
tended to advocate a fiscal year which 
merely ends late, but a true natural year 
regardless of when it ends. 


ESTABLISHING ACCURATE DEPRE- 
CIATION BASES 

Depreciation is perhaps the most 
frequently used single source of 
changes made in income tax returns by 
the Government. The element of esti- 
mate unavoidably enters into the de- 
termination of the correct amount of 
depreciation, regardless of how care- 
fully the effort is made. And since the 
burden of proof to establish facts is 
placed by law upon taxpayers, this 
item lends itself to arbitrary revisions 
in the absence of definite proof. 

When a large number of units of 
different kinds of equipment are car- 
ried in one account for Machinery and 
Equipment, the Bureau of Internal 
Revenue sometimes takes the position 
of applying depreciation on the basis 
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of the assets in the group having the 
longest life, instead of taking an aver- 
age rate. This results in overstating 
profits, overpaying taxes, and showing 
incorrect financial statements. But 
there is an effective way of avoiding 
these errors. 

It is becoming increasingly advis- 
able and quite important for substan- 
tial business organizations to have 
plant ledgers in which they keep sepa- 
rate accounts for each major unit of 
machinery and equipment. The smaller 
units may be kept in one account or a 
few group accounts, depending upon 
the facts. This provides the essential 
information which can be used to es- 
tablish depreciation on a much more 
accurate basis than is possible with 
composite accounts which include 
widely dissimilar units. 


STIMULATION OF EXPENDITURES 

In many cases corporations have 
postponed needed repairs and have de- 
ferred advertising campaigns because 
of financial uncertainties. But the cer- 
tainty of heavy tax levies now im- 
posed on taxable income, first because 
it is earned, and next because some of 
it might not be distributed, now re- 
moves one important unknown factor, 
and provides certain incentives to carry 
out these deferred programs. 


Tax INCENTIVE To ENTER RECEIVER- 
SHIP 

One of the ironies of the Revenue 
Act of 1936 is that it provides at least 
a double incentive for many corpora- 
tions to go into receivership. One is 
the sheer weight of the duel, or multi- 
ple, tax assessments imposed, includ- 
ing normal tax, surtax on undistributed 
income, capital stock tax, and excess 
profits tax. 

The last three of those four levies 
is not imposed on corporations in re- 
ceivership. If a corporation is in re- 
ceivership during any part of its tax- 
able year, it is not subject to surtax on 
undistributed income. For example, if 
a corporation on a calendar year basis 
is placed in receivership on December 
28, 1936, and is discharged from re- 
ceivership February 3, 1938, the com- 
pany is exempt from surtax for all 
three years. Perhaps creditor's com- 
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mittees will favor this step as an im- 
portant one to conserve the assets of 
the company. 


CREDITS IN CASES OF RESTRICTIVE 
COVENANT 

The law provides that corporations 
which had written contracts executed 
prior to May 1, 1936, which restrict 
the payment of earnings as dividends, 
can apply the amount so restricted as 
a credit for surtax purposes. But there 
is an Ethiopian in the woodpile, in fact, 
twin Ethiopians. First, the law pro- 
vides that the restriction must directly 
relate the earnings restriction to the 
current year dividends. Unless the 
country is the fortunate claimant of an 
unexpected number of soothsayers, it 
is difficult to imagine how any large 
number of companies would have writ- 
ten contracts which would meet the 
terms of this peculiar provision of law. 

Next, the Bureau of Internal Reve- 
nue takes the robust position that tax- 
payers should not be coddled. So they 
have ruled that even if a written con- 
tract dated prior to May 1, 1936, defi- 
nitely provides that taxable earnings 
to the extent of, say, the first $50,000 
for the year 1936 cannot be paid out 
as dividends, but must be set aside in 
a sinking fund to pay bonds, still no 
credit is available if the corporation 
had surplus at the first of the year to 
the extent of the amount so restricted 
which could be paid. 

These twin Ethiopians make a very 
dark cloud for those taxpayers who 
were led to believe that they might get 
some relief from this lapse into liber- 
ality. But the Supreme Court might 
decide that even the Bureau of Internal 
Revenue has some limit to its authority 
which it overlooked. Or it may even 
decide that this whole surtax provision 
has no proper place in an American 
system of taxation. 


EFFECT ON DIVIDEND PRACTICES 

Many corporations have followed 
the practice of declaring dividends dur- 
ing December to be paid during Janu- 
ary. They are going to have to change 
their plans if they have credit during 
the present year for surtax purposes 
for such dividends. The law provides 
that the dividends must be paid during 


the year, and not merely declared. The 
bristling attitude of the Bureau goes 
further than the provision of the law 
and requires that the dividends must 
be not only paid, but actually received 
by the stockholders during the year. 
And yet some of us have been under 
the impression that Federal legislation 
was exclusively a function of Congress. 


Tax ADVANTAGE OF CAREFUL 
BUDGETS 


Since the law requires that taxpayers 
must determine operating results in ad- 
vance, if they are to protect themselves 
against severe tax exactions, the most 
effective way to meet these conditions 
in a manner which will reduce taxes 
to a minimum is to adopt an intelli- 
gent budget system. When carefully 
and scientifically planned on a basis 
which is sufficiently flexible to pro- 
vide current revisions to bring it up 
to date, a budget can put taxpayers in 
position to protect themselves against 
drastic tax levies. 

Corporations which have a number 
of subsidiary or affiliated companies 
will find it advisable, in many cases, 
to dissolve one or more of them be- 
cause of the taxability of inter-com- 
pany dividends, and because of the 
heavy surtaxes on undistributed in- 
come, which apply to each company 
separately. 

The limitations of these articles have 
made it possible to consider only a few 
typical problems of the widest appli- 
cation; but the writer has attempted 
to make them as constructive as pos- 
sible within the available limits. 


APPRECIATES COOPERA- 
TION OF CONTROLLERS 


Speaking before the Rhode Island Asso- 
ciation of Certified Public Accountants on 
September 15, 1936, Mr. John Haskell, sec- 
retary to the Committee on Stock List of 
the New York Stock Exchange, said: 


“The Committee has acted as an inter- 
preter and moderator between the hundreds 
of American corporations, foreign com- 
panies and foreign governments having 
securities listed on the Exchange on the 
one side, and the Securities and Exchange 
Commission on the other..... We in 
the Exchange appreciate fully the coopera- 
tion that both the Commission and _ the 
corporations and their accountants have 
displayed throughout the period of adjust- 
ment that is now assuming a more settled 
relationship.” 
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RETIRING PRESIDENT APPRAISES 
INSTITUTE’S FUTURE 


By Ropney S. DURKEE 


Many of you will recall that in the 
brief remarks which I made when Ma- 
jor Shumberger introduced me to last 
year’s meeting as the newly elected 
President, I told you we had in view 
no spectacular program to be carried 
out during my administration. I fur- 
ther said that we planned to go ahead 
on a well-crdered, conservative, yet 
progressive plan to render service to 
industry, our businesses, and ourselves. 

I shall not weary you with a detailed 
review of the year’s activities. This 
has been well covered in the Septem- 
ber issue of THE CONTROLLER, and 
I believe that the administration which 
is now leaving office can stand on its 
record. It is significant that the major 
problems attacked, and largely solved, 
during the past year arose from gov- 
ernmental laws, regulations or require- 
ments. Social security legislation, new 
tax laws, and revised and extended 
regulations and forms prescribed by 
the Securities and Exchange Commis- 

*sion, added immeasurably to the heavy 
burden already borne by controllers. 

It is inevitable that the activities of 
governmental bodies will continue to 
present new problems to controllers, 
and The Institute can serve its most 
useful purpose by helping its members 
through research, study and _inter- 
change of ideas on these perplexing 
problems. 

During the year I visited each of 
the Controls at least once, and I can 
assure all of you that in each of them 
I found the same spirit of enthusiasm, 
friendliness and confidence in the pres- 
ent and future of The Institute which 
has characterized our activities through- 
out the past five years. 

Iam extremely grateful for the enthu- 
siastic support which I have received 
from the members of the national 
Board, the officers of local Controls, 
and the membership at large. Major 
Shumberger and Dan Hennessy have 
performed yeoman service, and all 
of the other members of the Board 


of Directors, who were so situated that 
they could take an active part, have 
been most considerate and helpful. It 
would take too long to single out by 
name the directors, officers, committee 
chairmen and individual members who 
have contributed unstintingly of time 
and effort during the year. Our ener- 
getic and efficient secretary, to whom 
we have now given the title of man- 
aging director in recognition of his 
splendid work, has been a tower of 
strength during the past year. With 
the limited time which the officers and 
directors of The Institute can devote 
to its affairs, it is quite obvious that 
the competent direction of these mul- 
titudinous activities depends to a very 
great degree upon the work of the 
managing director and his staff. He 
and they have done a magnificent job, 
and I am truly appreciative. 

I am convinced that work such as 
The Institute is carrying on is worthy 
of our continued interest and effort. 
The future of The Institute is largely 
bound up in the local Controls, for 
there the members meet on a less for- 
mal ground and really get at the heart 
of many of the mutual problems which 
trouble us. The fine friendships which 
have grown up between members of 
these Controls is a source of extreme 
satisfaction to all of us. I sincerely 
hope that the fine unselfish spirit 
which seems to actuate the work of 
nearly all our members will continue 
to grow, and I wish for the new ad- 
ministration the happiness in this work 
which has been mine during the past 
year. 


SYSTEM OF ACCOUNTS FOR 
HOLDING COMPANIES 


The Securities and Exchange Commis- 
sion released on September 8 its uniform 
system of accounts for public utility hold- 
ing companies under the Public Utility 
Holding Companies Act of 1935. The sys- 
tem becomes effective January 1, 1937. 


Copies of the Fifth Anniversary 
number of THE CONTROLLER are 
available. Ask for September issue. 





Objects 


CONTROLLERS INSTITUTE OF 
AMERICA 


(As Set Forth in Its Articles of 
Incorporation) 


The objects for which this cor- 
| poration is formed are: 


(a) To advance the interests and wel- 
fare of controllers of business firms, 
partnerships, sole proprietorships, 
corporations, and trusteeships, and 
political and governmental subdivi- 
sions; the advancement of the in- 
terests and welfare of assistant con- 


accountants, corporation officers and 
of the partners and owners of busi- 
ness who perform the commonly ac- 
cepted duties of a controller. 


(b) To conduct and carry on such related 
activities as may be necessary and 
incident to increasing the usefulness 
oi controllers to their business or- 
ganizations and to the public; to the 
gaining of recognition of the attain- 
ments and accomplishments of con- 
trollers and their value and impor- 
tance in the business, financial and 
economic structure, and in the pro- 
fession of accountancy. 


(c) To establish ethical and professional 
standards of work and conduct for 
controllers and to foster and en- 
courage controllers, assistant con- 
trollers and accountants to live up 
to and carry out the same. 


(d) To print, 
circulate books, pamphlets, period- 
icals, papers and magazines in con- 
nection with the activities of the or- 
ganization; to establish and conduct 
bureaus, offices and workshops neces- 
sary and incidental to the activities 
of the corporation and to employ 
such persons as may be necessary to 
operate and carry on the same. 


| (e) To confer a title or titles on mem- 
} bers, which shall be indicative of 
| membership in the corporation, and 
to issue and recall certificates of 
| membership. 


(f) The corporation hereby formed shall 
have power to take and hold by be- 
quest, devise, gift, purchase, lease 
or otherwise, either absolutely or in 
trust for any of its purposes, any 
property real or personal in so far as 
the same may be held by a corpora- 
tion organized under Title 5, Chapter 
5, of the Code of the District of Co- 
lumbia, and to convey, sell or dis- 


and re-invest the principal and deal 
with and expend the income there- 
from in such manner as may be 
permitted by law and as, in the 
judgment of the Trustees will best 
promote the objects for which the 
corporation is organized. 


(g) The corporation may do all and 
everything, including the making 
and carrying out of any contracts, 
necessary, suitable and proper for 
the accomplishment of any of the 
purposes and objects or the further- 
ance of any of the powers above set 
forth, and may do every other act 
or acts, thing or things, incidental or 
pertaining to or growing out of or 
connected with the aforesaid pur- 
poses or powers, or any part or parts 
thereof, in so far as permitted by 
law. 
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Fifth Anniversary Meeting Voted a 
Most Successful Affair 


Judging from the many commenda- 
tions given by members and guests, 
with respect to the program, arrange- 
ments, and general spirit of the Fifth 
Anniversary meeting of The Control- 
lers Institute of America, the affair 
was a real success. For the better part 
of three days controllers from all parts 
of the country were in attendance. The 
total registration was slightly under 400. 

From the time that President Rod- 
ney S. Durkee rapped his gavel at 
10:30 o'clock Monday morning, Octo- 
ber 5, to call the annual business 
meeting to order, until he brought the 
annual dinner to a close, Tuesday 
evening, October 6, the program 
moved along smoothly, without a 
break. It was crammed from begin- 
ning to end with addresses, papers, 
and discussions on matters of pressing 
current interest, which held the atten- 
tion of those in attendance to such a 
degree that some visitors expressed 
wonderment at the ability of the con- 
trollers to maintain such close concen- 
tration for such long periods. 

One of the innovations introduced 
at this annual meeting proved an out- 
standing success, the group confer- 
ences, followed by luncheons, which 
were a part of the program for Tues- 
day, October 6. 

Three group conferences had been 
planned, as a trial of the idea. At each 
of these conferences the attendance 
was double what was indicated by the 
reservations. In one of them nearly 
one hundred men participated, indicat- 
ing that in future the programs should 
be further broken up and divided. 

The reports which were made after- 
ward by those who had taken part in 
the conferences were to the effect that 
the discussions were particularly illu- 
minating and interesting, and that 
much valuable information had been 
brought out, which could be applied 
directly in the day-to-day work of the 
controllers. 

The president of one of the Con- 
trols of The Institute remarked: 
“These conferences were very much 


like the meetings of our Control, 
which is not so large that we cannot 
conduct these intimate discussions 
around the table on matters of current 
interest. Many of the Controls, I 
understand, are conducting their meet- 
ings in that fashion, and are schedul- 
ing set addresses or papers only oc- 
casionally. Certainly there is much to 
be said for the plan of group confer- 
ences, and that is what many of the 
meetings of our Control amount to.” 

Another suggestion that came out 
of the annual meeting was that pos- 
sibly future national meetings should 
be extended one day, so that the gath- 
ering would run three days instead of 
two, and thus allow time for a more 
thorough coverage of the subjects 
under discussion. 

The addresses and papers presented 
in the general sessions were construc- 
tive and analytical; the addresses at 
the annual dinner were interesting as 
well as illuminating. Attendance at the 
dinner numbered close to 300, and it 
was voted an inspiring affair. 

Many of the papers and addresses 
presented are reproduced in this issue 
of THE CONTROLLER. Others will 
appear in the November issue. All 
of the papers, together with the dis- 
cussions and actions taken in the an- 
nual meeting of members, will later 
appear in the Year Book of The In- 
stitute, as a permanent record. 

An analysis of the attendance shows 
that many men came from consider- 
able distances to be present at these 
sessions. The San Francisco Control 
was represented by one member; Cin- 
cinnati 2, Detroit 3, Cleveland 4, St. 
Louis 5, Chicago 6, New England 10, 
Pittsburgh 12, Philadelphia 25. 

Men were in attendance from Flor- 
ida, Georgia, Louisiana, Virginia, 
North Carolina, Tennessee, Minne- 
sota, Utah and Ohio. 

From many sides came requests that 
steps be taken in the near future to 
organize Controls, in sections which 
have not been covered as yet. Presi- 
dent P. J. Urquhart will give his as- 


sistance to groups of members who 
wish to set up machinery for regular 
meetings in their districts. 

The general verdict of members and 
guests who attended this meeting was 
that it had fulfilled its purpose ad- 
mirably, of giving due recognition to 
the fifth anniversary of The Institute, 
of widening and cementing friend- 
ships among members, and of pro- 
viding an opportunity for discussion 
of a wide range of interesting tech- 
nical subjects. 


ELECTIONS 


To replace the class of seven directors 
whose terms expired in September, 1936, 
the members elected seven directors, for 
terms of three years each, as follows: 


*O. W. BREWER 
American Gas Association. 
WILLIAM CRAEMER 
Sun Shipbuilding & Dry Dock Company. 
ARTHUR E. Davis 
Royal Typewriter Company, Inc. 
F. G. HAMRICK 
American Smelting & Refining Company. 
*LEROY V. PORTER 
New York Central Lines. 
PAUL J. URQUHART 
Aluminum Company of America. 
S. L. WHITESTONE 
General Electric Company 





* Reelected. 


Auditors for the coming year were elected 
as follows: 
ROBERT MEYER, WILLIAM F. SIGG 


OFFICERS 


Officers for the coming year were elected 
as follows: 
President 
PAUL J. URQUHART 
Aluminum Company of America. 


Vice-Presidents 

HERBERT A. GIDNEY 

Gulf Oil Corporation of Pennsylvania. 
ERNEST L. OLRICH 

Marshall Field & Company. 
Ear. D. PAGE 

Philadelphia & Reading Coal &. Iron 

Company. 
HENRY C. PERRY 

The Heywood-Wakefield Company. 
J. S. SNELHAM 

The Continental Can Company, Inc. 


Treasurer 
O. W. BREWER ; 
American Gas Association. 
Managing Director 
ARTHUR R. TUCKER 








Paul J. Urquhart Describes Controller 
as Technician in New Science 


New President of Institute Points to Value to Controller and to Business, of 
Cooperative Studies by Controller of Problems of Mutual Interest—Bespeaks 
Continuance of Enthusiastic Support of Organization During Years to Come. 


R. PAUL J. URQUHART, vice- 
president of Aluminum Com- 
pany of America, of Pittsburgh, was 
elected president of THE CONTROL- 
LERS INSTITUTE OF AMERICA on Oc- 
tober 6, 1936. Announcement of his 
election was made by Ernest L. Ol- 
rich, chairman of the afternoon session 
of the Fifth Annual meeting of The 
Institute, of that date. In accepting the 
office of president, Mr. Urquhart said: 
“To be elected to the presidency of 
the Controllers Institute of America is 
a distinctive honor by which I feel 
greatly flattered. I accept this office 
and its responsibilities with a realiza- 
tion of personal inadequacy to measure 
up to the standard that has been set 
by my four predecessors. I am given 
courage in this undertaking by the fact 
that in their respective administrations 
a trail has been blazed for me to fol- 
low, and for this, and for the warm as- 
surances of assistance and support that 
have been unstintingly volunteered to 
me by your officers and directors, past 
and present, I am grateful. I ask of 
you patience and toleration for my 
shortcomings, and charity for my mis- 
takes. 

“One cannot read the Fifth Anni- 
versary Number of our magazine, THE 
CONTROLLER, without being im- 
pressed by the vision of the men who 
conceived the idea and developed it 
by courage, faith and persistence into 
a going concern. 

“Visions do not just occur; they are 
caused by something. A distinct need 
in Our modern business world was 
developing for just such an organiza- 
tion. It is within the lifetime of many 
of us here present that the terms ‘ac- 
countant’ and ‘accountancy’ began to 
come into general and popular use, 
indicating a realization that ordinary 
bookkeeping failed to meet modern re- 


quirements; and likewise within this 
same era the old-time business college 
with its limited but excellent cur- 
riculum has expanded its field beyond 
the simple bookkeeping it originally 
taught, and the greatest of our uni- 
versities have established extensive 





Mr. Paul J. Urquhart 
Newly Elected President of Institute 


courses in business administration. 
When business was simpler, a book- 
keeper who could accurately and neatly 
record ordinary commercial transac- 
tions was all that was needed; but 
modern business requires more. 
“Outstanding among the many 
things that have contributed to this 
change are the development of mass 
production in manufacture and the 
continually increasing, complicated 
forms of taxation that force continual 
reorganization of our financial struc- 
tures. The development of modern 
business therefore has created a new 
science; and a new technician in that 


science in the person of the controller, 
whether he bears that title or not. 

“Just why did the founders of The 
Controllers Institute conceive the idea 
of such an organization in 1931 in- 
stead of 1928? The answer is in one 
word of four syllables—Adversity. It 
was during the depths of the greatest 
financial and industrial depression this 
country has ever experienced that the 
importance of the controller and the 
need of organizing him into a cooper- 
ative body became manifest. 

“The percentages of the number of 
failures in the United States for the 
year 1931 classified as to causes, ac- 
cording to a Bradstreet’s compilation, 
indicate that 28.2 per cent. were occa- 
sioned by incompetence, inexperience 
and unwise credits; 31.5 per cent. by 
lack of capital; 1.8 per cent. by ex- 
travagance, neglect, speculation and 
fraud; and 4.6 per cent. by competi- 
tion and failure of others. Also, 33.9 
per cent. are classified as ‘specific con- 
ditions, which we learn consist of 
disasters, wars, floods, unseasonable 
weather and trade depressions. ‘Spe- 
cific conditions’ must therefore con- 
sist in great part of falling commodity 
prices. Such losses may be amelio- 
rated by foresight and prudence. 

“Ignoring the extent to which fall- 
ing prices may have caused these fail- 
ures, is it unreasonable to say that the 
causes accounting for 61.5 per cent. 
of the failures—viz., incompetence, in- 
experience, unwise credits, lack of 
capital, extravagance, neglect, specula- 
tion and fraud, are in some measure at 
least controllable ? 

“I do not infer that an able and 
competent controller in every one of 
these businesses would have saved it 
from failing in the year 1931; but I 
suspect that if it were possible to study 
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each one of the several failures we 
would find that proper and adequate 
technical control of its accounting and 
finances would in some instances have 
avoided the complete failure of the 
business and in other instances would 
have reduced the losses resulting from 
the failures. This analysis refers to 
the year in which The Controllers In- 
stitute was conceived and organized. 

“The discouragements and _vicissi- 
tudes encountered by the pioneers in 
creating a going concern out of a 
vision have been fully recounted to you 
by many writers in the September is- 
sue of THE CONTROLLER. Also there 
has been much said by others better 
able to say it than I, as to what can be 
accomplished for the controller, for 
his employer, and for business in gen- 
eral by cooperative studies of impor- 
tant mutual problems. 

“To have gone as far as we have in 
the first five years merits congratula- 
tion; but we must not let it rest at 
that—we must not self-complacently 
expect the momentum now attained to 
produce further and continued growth 
of our sphere of influence without con- 
tributing the same enthusiastic and 
untiring efforts as have been expended 
by the founders of The Institute. 

“You cannot expect to get more out 
of any organization than you put into 
it. Every member can _ contribute 
something to The Institute, and every 
member can get some good out of The 
Institute. It is simply a case of com- 
mon barter: give to The Institute of 
your ideas and your labor what you 
can, and take from it that which it 
has to offer that will best help you. 

“A year ago Mr. Durkee in his ac- 
ceptance address enunciated a policy 
in such succinct terms that I am per- 
suaded to repeat it here: 


“"We are not going to try to do any- 
thing spectacular this year. We are going 
ahead on the well ordered, conservative and 
yet progressive plan to render service to 
business, to industry, and to ourselves.’ 


“That, I think, is just as good a slo- 
gan now as it was a year ago. Your 
officers and your Board expect to fol- 
low that policy. We will try to grind 
the grist that comes to the mili as it 
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comes, but all the time going ahead, 
progressively yet conservatively, in 
keeping with that modesty which is 
one of the greatest personal attributes 
of a good controller.” 


M* PAUL J. URQUHART be- 
came a member of The Con- 
trollers Institute of America on No- 
vember 22, 1933. He was instrumental 
in organizing the Pittsburgh Control, 
of which he served as vice-president 
and director during the first year of 
its existence. He was elected president 
of the Pittsburgh Control in June, 
1935, and has just completed his term 
of service in that office. During his 
administration the Pittsburgh Control 
enjoyed a sound growth and sponsored 
an interesting program of activities. 

Mr. Urquhart was made a vice-pres- 
ident of Aluminum Company of Amer- 
ica in 1931, after twenty-nine years of 
progressive service with that organi- 
zation. He is a native of Steubenville, 
Ohio, where he attended primary and 
secondary schools. His business train- 
ing began at Duff's Commercial Col- 
lege, Pittsburgh, followed by four 
years’ employment in payroll and cost 
work with Aetna Standard Iron & Steel 
Company at Mingo Junction, Ohio, 
LaBelle Iron Works at Steubenville, 
Ohio, and the Peoples Coal Company 
of Pittsburgh. Mr. Urquhart started 
as a bookkeeper with the Aluminum 
Company of America (then known as 
The Pittsburgh Reduction Co.) in 
January, 1902. He worked as a sales- 
man, correspondence clerk, office and 
credit manager, and in the traffic divi- 
sion. In 1913 he became treasurer of 
The Aluminum Cooking Utensil Com- 
pany (a subsidiary) and in 1915 au- 
ditor of Aluminum Company of Amer- 
ica and its subsidiaries. Sixteen years 
later he was made a vice-president of 
the Aluminum Company. 

Mr. Urquhart is also a member of 
the Accounting Division of the Asso- 
ciation of American Railroads. He is 
a member of the Duquesne Club of 
Pittsburgh, Pittsburgh Athletic Asso- 
ciation, Pittsburgh Field Club, and var- 
ious Masonic bodies. 
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Outcroppings of Fifth Annual Meeting 








EsTIMATE OF INSTITUTE 
By Daniel A. Beaton 

Retiring President, New England Control 

“I am happy to have been a member of 
The Institute during an important period 
in its history. I feel that we have gone 
through these first five years most suc- 
cessfully, and I look upon The Institute 
as a wonderful organization in which we 
can band together, pool our knowledge and 
experience, and our influence, and go 
through to much greater accomplishments.” 


TRIBUTE TO RETIRING PRESIDENT 
By Alan G. Benson 


“The retirement of Mr. Rodney S. Dur- 
kee as president of The Institute makes it 
altogether fitting that we inscribe upon the 
minutes of this meeting a tribute to his 
splendid record of loyal and efficient serv- 
ice which he has rendered during the fiscal 
year now closing, during which time he 
devoted himself with untiring zeal and 
unwavering fidelity to the duties of his 
office. 

“Shortly after he took office last year, 
be launched out on a campaign to sell 
the objects and principles of The Institute 
by visiting several far distant Controls, and 
the meticulous care and attention which he 
gave to the problems confronting these 
Controls is a source of deep satisfaction 
to the members of The Institute, who in 
this record of their appreciation of his 
qualities as presiding officer of this organi- 
zation would include a further tribute to 
his spirit of cooperation and his agreeable 
attitude toward his associates from coast 
to coast. 

“Mr. Durkee takes with him the sin- 
cerest good wishes to the members of The 
Controllers Institute of America and leaves 
behind a record of achievement that will 
serve as a continuing inspiration to him 
who will take up the duties which he per- 
formed with such conspicuous success.” 


ROTATION IN OFFICE 

By Rodney S. Durkee 
“You may not have noted it from the 
reading of the names, but we have started 
this year what I think is a very wise plan 
of rotation in office. It was almost in- 
evitable that in the early years of The 
Institute a great many of the men who 
were willing to give their time and effort 
to the directors’ work were renominated 
as their terms expired. It so happened that 
the seven men in this class whose terms ex- 
pired this year were all from New York 
and as The Institute has grown in its 
geographical boundaries, the Committee on 
Nominations thought it wise to bring in 


men from more distant places, so that of 
the men whose terms are expiring this 
year, there were only two renominated, Mr. 
Brewer and Mr. Porter. Of the other 
new nominees to the Board, one is from 
Philadelphia, one from Pittsburgh and one 
from Schenectady, and two New York men, 
Mr. Davis and Mr. Hamrick.” 


NET INCOME ARTIFICIAL 
By Edwin D. Evans, 
Arthur Andersen & Company, Chicago 


“It is well to remember that taxable 
net income is that which is finally deter- 
mined by the Treasury Department or 
some tribunal, and not the amount tre- 
ported in the corporation’s return. The 
officials of the Bureau of Internal Revenue 
are frequently substituting their own judg- 
ment for that of management in connec- 
tion with the deduction of depreciation, 
bad debts, and losses of various kinds. . . .. 

“The result of these aforementioned de- 
viations from generally accepted account- 
ing principles in the computation of net 
profit has endowed statutory net income, 
upon which the tax is levied, with an 
artificiality sufficient to leave it with little 
or not resemblance to true net income, and 
this artificial income is used as a starting 
point in the computation of undistributed 
profits tax.” 


ECONOMICAL ADMINISTRATION OF 
SocIAL SECURITY ACT 


By M. B. Folsom 
Treasurer, Eastman Kodak Company 


“It is to the interest of all that the ad- 
ministration (of the Social Security Act) 
be kept on as simple and economical a 
basis as possible, and free from political 
influences. Controllership should play an 
important part in achieving this goal... .. 

“The great majority of employers have 
found serious objections to the system of 
maintaining current records of individual 
employees. .... 

“The separation report system should 
be easy to operate. .... 

“We are fortunate in that the personnel 
of the Social Security Board is of very high 
grade, and we have every reason to hope 
that the system which will be adopted will 
be one which will not impose any undue 
burden on the employees, or undue ex- 
pense on the administration. .... 

“It is easy to operate a private plan (of 
old age annuities) as a supplement to the 
government plan..... 

“The manner in which these systems will 
be administered will determine to a large 
extent their success.” 


‘““CURIOUSER AND CURIOUSER” 
By Ernest L. Olrich, 
Controller, Marshall-Field & Company 
Presiding at General Session, October 6 
“I am forced to admit, as I hear the 
Revenue Act and the Robinson-Patman Act 
expounded, that my mind adverts to Alice 
in Wonderland, who once said, ‘business 
gets curiouser and curiouser.’ I rather think 
that is the way all of us feel.” 


WorLD WIDE LEADERSHP 

By Ernest Leslie Osborne 
“The Controllers Institute of America, 
in my opinion, this day assumes world 
wide leadership in the profession of con- 
trollership—a leadership that is doing 
much to instill the spirit of control into 

the conduct of active affairs... .. 
“Especially can The Institute be of most 
substantial service to our federal govern- 
ment in the reorganization and coordina- 
tion of its departments, a step which is 
quite generally recognized is a national 
need of first importance. Controllership 
cannot be labelled as ‘a second great divi- 
sion of the profession of accountacy,’ great 
as such a tribute may be. It is a full- 
fledged profession by itself and of itself. 
This nation has been immeasurably 
benefited through the founding of The Con- 

trollers Institute of America..... 


MARVELOUS OPPORTUNITY FOR 
IMAGINATION 
By Dr. Willard L. Thorp 
Director of Economic Research, Dun & 
Bradstreet 
“TI want to express my admiration of you 
controllers in your willingness to take pun- 
ishment. I do not know any other organiza- 
tion that would discuss the Federal Revenue 
Act of 1936 and the Robinson-Patman Act 
on one program, without putting soft 
music in between. .... 
“The ordinary business man feels com- 
pletely bewildered in the face of the tax 


“The Patman Act strikes directly at the 
thing the business man regards as his own 
peculiar specialty, the problem of pricing, 
the problem of how he is going to market 
his goods..... 

“The Patman Act itself is so obscure 
in some of its phraseology, and its stand- 
ards are so rubbery and stretchy that the 
problem of its precise application in spe- 
cific situations offers a marvelous oppor- 
tunity for the imagination.” 


Many of the papers presented at the Fifth 
Annual Meeting of THE CONTROLLERS 
INSTITUTE OF AMERICA appear in this is- 
sue of THE CONTROLLER. Others will he 
published in the November number. 
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PayRoLLS CANT WAIT... 











A leading Ohio steel manufacturer 
will have October payroll figures 
on file by November 3rd. 


Unusual? Not at all. “Compt- 
ometer” makes it a routine per- 
formance, twelve months a year. 
Moreover: 

Earnings of individual employees 
are compiled for 15-day periods. 
Daily distribution of labor is calcu- 
lated. Labor costs are computed by 
departments. Indirect expenses are 
distributed by departments. 

Twenty-five light-action “Compt- 
ometers” (Model J, easily portable 
from desk to desk) are used by the 
Payroll Department. Suggestions 


COMPT 


made by “Comptometer” represen- 
tative, concerning application of 
machines to specific figure-work 
problems, proved tremendously 


helpful. 


The complete satisfaction ex- 
pressed by this “Comptometer” 
user is typical. In view of recent 
Social Security legislation, the ex- 
treme flexibility of the “Compt- 
ometer” makes it invaluable to 
hundreds of concerns . . . large 
and small. 

If speed, accuracy, and economy 
in handling figure work are essen- 
tial to the efficient conduct of 
your business, telephone the 


g. U. S. Pat. Off. 


**Comptometer”’ office in your 
locality. Or write direct to Felt & 
Tarrant Mfg. Co., 1734 N. Paulina 
Street, Chicago, Illinois. 


OMETER 
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FORM OF REPORTS holders at least fifteen days in advance of 


the annual meeting of such stockholders 


¥ 4 4 
REQUIRED BY EXCHANGE and not later than three months after the 
A new form of agreement to be close of the last preceding fiscal year of 
executed by corporations applying for the Corporation a Balance Sheet as of the 


+s listing new or addi- end of such fiscal year, and a Surplus and 
the privilege ot fisting Income Statement for such fiscal year of 


tional securities has been promulgated 4, eiaialiah i 6 sepeete taint 
by the New York Stock Exchange entity and of each corporation in which it 
through its Committee on Stock List. holds directly or indirectly a majority of 

The revised agreement contains the equity stock; or, in lieu thereof, elim- 


. inating all intercompany transactions, a 
in form and sub- : ? 
GuMmeroUs changes Consolidated Balance Sheet of the Cor- 


stance from those heretofore executed poration and its subsidiaries as of the end 
by listed corporations. of its last previous fiscal year, and a Con- 
y : y 

The section of the new form of solidated Surplus Statement and a Con- 


siieeee eit ds deals itt the faren solidated Income Statement of the Cor- 
8g ? poration and its subsidiaries for such fiscal 


and content of financial statements year. If any such consolidated statement 
and reports, reads as follows: shall exclude corporations a majority of 
whose equity stock is owned directly or 

1. The Corporation will publish at least indirectly by the Corporation: (a) the 
once in each year and submit to its stock- caption of, or a note to, such statement 








VABI-IYPER _.. The office 
Composing Unit 


+ 


SVE AND Improve on the read- 
ing matter in your printing 


[1] PHOTO OFFSET 
[2] STENCIL WRITING 
[3] CHEMICAL AND GELATIN 


Now . .. your office typist can compose the reading 
matter for all your printing or duplicating jobs. ‘This re- 
markable unit contains every aid to the composition of 
perfect typography . . . from an elaborate catalogue to 
a simple stencil bulletin. A variety of type faces, sizes and 
spacings make possible true machine-set type effects. 
Simple and swift in operation . . . its savings return its 
original cost in a short time. 


Write for further details and specimens 


RALPH C. COXHEAD CORPORATION 


Manufacturers 
17 Park Place - New York, N.Y. 








will show the degree of consolidation; 
(b) the Consolidated Income Account will 
reflect, either in a footnote or otherwise, the 
parent company’s proportion of the sum 
of, or difference between, Current Earn- 
ings or Losses and the dividends of such 
unconsolidated subsidiaries for the period 
of the report; and (c) the Consolidated 
Balance Sheet will reflect, either in a foot- 
note or otherwise, the extent to which 
the equity of the parent company in such 
subsidiaries has been increased or dimin- 
ished since the date of acquisition as a 
result of profits, losses and distributions. 

Appropriate reserves, in accordance with 
good accounting practice, will be made 
against profits arising out of all transactions 
with unconsolidated subsidiaries in either 
parent company statements or consolidated 
statements. 

Such statements will reflect the existence 
of any default in interest, cumulative div- 
idend requirements, sinking fund or re- 
demption fund requirements of the Corpora- 
tion and of any controlled corporation, 
whether consolidated or unconsolidated. 

2. All financial statements contained in 
annual reports of the Corporation to its 
stockholders shall be audited by inde- 
pendent public accountants qualified under 
the laws of some state or country and shall 
be accompanied by a copy of the certificate 
made by them with respect to their audit 
of such statements showing the scope of 
such audit and the qualifications, if any, 
with respect thereto. 

3. All financial statements contained in 
annual reports of the Corporation to its 
stockholders shall be in the same form 
respectively, as the statements contained in 
the listing application in connection with 
which these Agreements are made, and 
shall disclose any substantial item of an 
unusual or nonrecurrent nature. 

4. The Corporation will publish such 
periodical interim statements of earnings 
as it shall agree upon with the Commit- 
tee on Stock List of the Exchange. Such 
interim statements of earnings will show 
net profits on the basis of the same degree 
of consolidation as in the annual report 
and after Depreciation. Depletion, Normal 
Income Taxes and Interest, estimating the 
proportionate amount of these items as 
accurately as may be if not finally deter- 
mined, and will disclose any substantial 
item of an unusual or non-recurrent na- 
ture. 

5. The Corporation will not take up, nor 
will it permit any subsidiary directly or 
indirectly controlled by it to take up, as 
income stock dividends received to an 
amount greater than that charged against 
earnings, earned surplus or both, in rela- 
tion thereto by the corporation paying such 
dividends. 

6. The Corporation will not use, nor will 
it permit any subsidiary directly or indi- 
rectly controlled by it to use, capital sur- 
plus, however created, to relieve income 
account or earned surplus account of 
charges that should properly be made 
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against one or both of such accounts with- 
out notifying the Exchange and obtaining 
the approval of its stockholders. 

7. The Corporation will not make any 
substantial change, nor will it permit any 
subsidiary directly or indirectly controlled 
by it to make any substantial change in ac- 
counting methods, or in policies as to de- 
preciation and depletion, or in bases of 
valuation of inventories or other assets, 
without notifying the Exchange and dis- 
closing the effect of any such change in its 
next succeeding interim and annual report 
to its stockholders. 


UNIFORM SYSTEM OF 
ACCOUNTS FOR SMALL 
UTILITY COMPANIES 


The Federal Power Commission has 
prepared the second preliminary draft 
of a Uniform System of Accounts 
which it is proposed to prescribe for 
Class C and Class D, Public Utilities 
and Licensees, subject to the provisions 
of the Federal Power Act. 

Class C Utilities are those having 
annual electric operating revenues of 
more than $100,000, but not more 
than $250,000. Class D Utilities are 
those having annual electric operating 
revenues of not more than $100,000. 

These preliminary drafts are being 
circulated for the purpose of inform- 
ing those who will be affected and for 
the purpose of bringing out sugges- 
tions as to possible changes. 


DETROIT COMMITTEES 


Committees have been appointed by 
President Noel E. Keeler of the De- 
troit Control as follows: 


Admissions Committee : James A. Beres- 
ford, Chairman; Harry A. Snow, J. 
Rodney Weeks. 

Nominating Committee: Ottmar A. 
Waldow, Chairman; Clifford H. 
Broad, W. W. Bradshaw. 

Program Committee: Eugene C. Hoel- 
zle, Chairman; Robert S. Hotchkiss, 
Walter E. Duerr. 


ANNUAL MEETING OF 
AMERICAN INSTITUTE 
OF ACCOUNTANTS 
The annual meeting of the American 


Institute of Accountants was held Oc- 
tober 19-22, at Dallas, Texas. 
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From the Annual Meeting 
INTERSTATE OR INTRASTATE ? 
By A. G. Mueller, 
Vice-President, Prentice-Hall, Inc. 
“To determine when interstate commerce 
ceases and becomes intrastate commerce, it 
is necessary to ascertain from the wording 
of the statute of each State, and the inter- 
pretation which the Courts have placed 
thereon, what is meant by ‘doing busi- 
ness.’ ”” 
Among the deciding factors mentioned 
by Mr. Mueller were corporate continuity 
of conduct, maintaining an office, soliciting 
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tracts, constructing and installing machinery 
or equipment, completing financial trans- 
actions, selling goods on _ consignment, 
maintaining goods within a State, owning 
real and personal property. 


SELECTION OF ACTIVITIES 
By Arthur R. Tucker, Managing Director 


“One of the most important problems 
now confronting the organization is the 
careful selection of the activities which 
will constitute its program of work for 
the year just ahead, so that The Institute 
may be of greatest value and usefulness to 


business, appointing agents, making con- its members.” 
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' Y production routine calls for 

the reproduction of thou- 
sands of production tickets every 
month. After studying my system, 
the Ditto representative recom- 
mended the new Ditto Direct Proc- 
ess (Liquid) Duplicator for my job.” 


* * * * 


It does not matter to Ditto, In- 
corporated, whether you need a 
liquid or gelatine type duplicator, 
but it does matter to you. You want 
the machine that will do your job 
better, quicker and at less cost. 
Ditto manufactures and sells both 
the liquid and gelatine type dupli- 
cators. You are thus assured of a 
frank, impartial recommendation. 


Free! _ 


Our special folder 





featuring the Ditto 





Direct Process 
Duplicator gives 





complete facts 





A DUPLICATOR FOR EVERY NEED 


about the liquid 





type machine. Re- 





turn the coupon 
for a free copy. 






DTTC 


INCORPORATED 
2203 W. HARRISON ST., CHICAGO, ILL. 


Yes, you may send me, without cost or obligation, 
your special folder featuring the Ditto Direct Process 
Duplicator. 
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INSTITUTE ACTIVITIES 
To Managing Director: 

You and your associates are to be con- 
gratulated upon the September issue of THE 
CONTROLLER. It not only fully describes 
the development of an organization which 
has become extremely important in the 
field of private accounting, but the endorse- 
ments from officers and members should 
represent a source of considerable gratifica- 
tion to you. I have read it from cover to 
cover. 

The information bearing on provisions 
of the new Revenue Act and accounting 
treatment of the Undistributed Earnings’ 
Tax is timely and of help to those respon- 
sible for the administration of these laws 
in corporate business. 


H. C. Perry, 
Heywood-Wakefield Company. 


MEETINGS OF CONTROLS 
Philadel phia 


President Earl D. Page has appointed 
Committees as follows: 


PROGRAM: A. S. Corson, chairman; 
Thomas W. Dinlocker, M. G. Myrelius. 

MEMBERSHIP: Verl L. Elliott, chairman; 
Elmer Hart, Daniel H. Schultz. 

Pus.icity: A. B. Barakat, 
Wm. F. R. Minnich. 

MEETINGS AND ATTENDANCE: F. M. 
Fisher, chairman; Walter M. Campbell. 

REPRESENTATIVE ON INDUSTRIAL COM- 
MITTEE — PENNSYLVANIA CHAMBER OF 
CoMMERCE, Earl D. Page. 


chairman; 


It was planned tentatively by the di- 
rectors of the Philadelphia Control, in a 
meeting held September 11, that the first 
meeting of the season shall be held by 
the Control on the fourth Monday of Oc- 
tober and that it shall take the form of a 
round-table discussion of the subjects cov- 
ered in the papers at the Annual Meeting 
of The Institute. 


New England 

Mr. A. J. McLaughlin was elected a 
director of the New England Control at a 
meeting of the Board of Directors held 
September 10, to fill a vacancy created by 
the removal to New York City of Mr. 
Laurence W. Aldrich. The report of the 
treasurer for the fiscal year 1935-1936 was 
presented and accepted. President Harold 
M. Lawson appointed an Admissions Com- 
mittee as follows: Cooke Lewis, chairman; 
C. Ellis Spencer, Harold M. Lawson. Sec- 
retary David R. Anderson reported that 
since the May meeting of the Board of 
Directors, five active members and one as- 
sociate member had been added to the 
membership list of the Control. 


St. Louis 

“The Standardization of Jobs and Ad- 
ministration of Salaries for Office Em- 
ployees” was the subject for discussion at 
the first meeting of the current season of the 
St. Louis Control on September 22, at the 
Missouri Athletic Association. Mr. L. G. 
Rowe presented certain features of a plan 
developed by the Emerson Electric Mfg. 
Company, after which there was a general 
discussion. 
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‘BECAUSE 
IT SERVES MY 
PURPOSE BEST” 


“T WAS one of the first to investi- 

gate the merits of the liquid type 
duplicator. In fact I had a liquid 
machine in on trial. I know by 
actual test that the gelatine type 
machine will do my work better 
and cheaper.” 

* ek ok * 





























Whether you need a liquid or 
gelatine type machine depends en- 
tirely on what use you have for the 
machine. Because Ditto manufac- 
tures and sells both types of dupli- 
cators, Ditto representatives can 
make intelligent, unbiased recom- 
mendations as to the machine that 
will serve your purposes best. Ask 
the Ditto representative for his 


recommendation. 
Pree! 


Want to know the 
quickest and most 
economical dupli- 
cator for your job? 
Write for our 
book, ‘“‘Copies— 
Their Place in 
Business.” It tells 
the complete 
story. 
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DITTO 


INCORPORATED 


2204 W. HARRISON ST., CHICAGO, ILL. 


Yes, you may send me, without cost or obligation, 


your book “‘Copies—Their Place in Business’’ giv- 
ing complete facts about Ditto Duplicators. 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


MEETINGS OF CONTROLS 


New England 

Mr. P. D. Betterley, assistant treasurer 
of Graton & Knight, was the guest speaker 
at the September meeting of the New 
England Control. His subject was ‘The Con- 
troller’s Function in the Handling of Cor- 
poration Insurance.” He outlined the prob- 
lems involved in buying insurance, and 
emphasized the necessity of this function 
being handled by someone with adequate 
knowledge and training. A discussion pe- 
riod followed, in which questions of mem- 
bers and visitors with respect to specific 
points in insurance management were an- 
swered by the speaker. 

The meeting held on September 29, at 
the University Club in Boston, was pre- 
ceded by dinner. Mr. Harold M. Lawson, 
president, presided. The third Tuesday of 
each month has been adopted as the regular 
meeting date. The next meeting will be 
held Tuesday, October 20, when Mr. E. E. 
Wakefield, head of the Tax Department 
of the Boston office of Lybrand, Ross 
Brothers & Montgomery, will be the 
speaker. He will discuss the provisions of 
the Federal Revenue Act of 1936. 


Pittsburgh 
A meeting of the Control was held Sep- 
tember 28 at the South Hills Country Club. 


The program for the day included golf in 
the afternoon; dinner at the club and a 
meeting in the evening which was addressed 
by Mr. Roscoe Seybold of the Westing- 
house Electric & Manufacturing Company. 
His subject was “Incentives for Office 
Workers.” Mr. W. H. Swinney, the new 
president of the Control, was in the chair. 


Cleveland 

A meeting of the Cleveland Control 
was held September 15, with twenty-one 
members and guests in attendance. Mr. 
J. J. Anzalone, president, was in the chair. 
It was the first meeting of the new season. 
It was voted to make the second Tuesday 
of each month the regular meeting day of 
the Control. 

The subject for discussion was ‘Revenue 
Act of 1936.” The discussion was par- 
ticipated in by everyone present. Other sub- 
jects brought up for discussion were ‘De- 
preciation,” which was led by Mr. A. M. 
Dewey and participated in by Mr. F. B. 
Davis; “Option Abandonment” which was 
led by Mr. M. W. Thernes; and ‘Unjust 
Enrichment Taxes’? which was led by Mr. 
C. H. Brook. An informal discussion of 
capital stock taxes was introduced by Mr. 
George G. Mitchell. 

It was decided to make “Depreciation” 
the subject for the principal discussion at 
the October meeting. 


AMENDMENT ADOPTED 


The amendment of the By-Laws of The 
Institute so as to make it possible for the 
Board of Directors to designate a date 
for the Annual Meeting between Septem- 
ber 15 and November 15 in each year 
was approved by the members in their busi- 
ness meeting October 5. The amendment 
is now to be submitted to the members for 
a vote by mail. The existing form of By- 
Laws sets a definite date for the Annual 
Meeting, the third Tuesday of September 
in each year. 


INSTITUTE MAKES PROFIT 
By O. W. Brewer, Treasurer 


Treasurer O. W. Brewer announced that 
The Institute had been conducted at a 
slight profit during the fiscal year which 
ended August 31, 1936, as contrasted with 
a loss of $848 in the previous year. “I 
think that is very encouraging to all of 
us, as indicating the way we are coming 
along,” was the comment made by the 
treasurer to the members assembled in 
the annual business meeting of The In- 
stitute, October 5, 1936. 








A CONTROLLERS’ GUIDE TO TAX SAVINGS 


Including Tax Savings Plans Under Revenue Act of 1936 





“Income taxes and most other major taxes are based upon ac- 
counting and financial facts.” With the most exacting tax laws 
in our history, unprecedented demands are going to be made 
upon controllers to safeguard the interests of their corporations 
in avoiding overpayments of taxes. 

Planning for Tax Economy is a unique reference book covering 
the Technique of Continuous Planning for the most advantageous 
tax effects of corporation, commercial and financial programs. 
The authors, an Attorney and a Certified Public Accountant, with 
extensive backgrounds in every phase of tax work, have written 
this guide as a daily working tool for the busy tax adviser. 


The bearing of the multiplicity of tax laws upon your cor- 
poration’s program of activities is not always apparent at first 
glance. In this treatise you will have a means of checking up 
all tax aspects of any situation or series of transactions. 

This is the only book showing conflicting tax effects in the 
different tax fields; how plans that would be advantageous from 
the standpoint of Federal income taxation might be disastrous 
with respect to State taxes. Numerous examples are pre- 
sented, enabling the reader to find a precedent for the problem 
at hand. 


Planning for Tax Economy 


WILLIAM H. CROW, LL.B. 
Member New York Bar 
Author of Corporation Secretary’s Guide. 
Corporation Treasurer’s and Con- 
troller’s Guide. Formal Cor- 
porate Practice. 


and U. S. GREENE, C.P.A. 


of the States of New York, North Car- 
olina and Indiana. Member, American 
Institute of Accountants. Formerly 
Auditor, United States Bureau of 
Internal Revenue. 





Planning for Tax Economy is a time saver, relieving you of the necessity of elaborate research of interpretative books in the num- 
erous fields of taxation. Although it contains a minimum of legal or statutory matter, its discussions and examples have been pains- 
takingly checked from legal, accounting and practical standpoints. 
It supplies the solution to the increasing number of present day 
tax problems confronting the controller. By studying the procedures 
outlined you will be able to check up on present tax status, present 
methods of conducting business operations from the standpoint of tax 
economy. Many of the methods reported in the book have not found 
their way into the law reports since no criticism could be raised. 
They have stood the test of careful scrutiny by tax authorities. 


WALDREP-TILSON, Inc. 
Suite 
565 FIFTH AVENUE 
NEW YORK CITY 

Without cost or obligation, you may forward a copy of PLAN- 
NING FOR TAX ECONOMY by Crow and Greene. Cost, if we 
keep it, $7.50; otherwise we may return it within five days without 
further obligation. 


WALDREP-TILSON, Inc. + MARAE REF a 8 
565 Fifth Avenue New York, N. Y. Bibiitis cisicins vi sadivuvousaseiecatoamibaaamunnnaiaaiaae 











INSTITUTE ACTIVITIES-COMM UNICATIONS 


NEW MEMBERS ELECTED 


At a meeting of the Board of Directors 
of The Controllers Institute of America, 
held September 30, 1936, the applicants 
named below were elected to active mem- 
bership in The Institute: 


RopNEY D. ANDREWS 
Home Owners’ Loan Corporation, Wash- 
ington, D. C. 

V. R. BECHTEL 
American Cyanamid 
York City. 

THoMAS A. BoyD 
General Telephone Corporation, New 
York City. 

ALDEN C. BRETT 
Hood Rubber Company, Inc., Watertown, 
Massachusetts. 

FREDERICK L. BROWN 
Lynn Gas and Electric Company, Lynn, 
Massachusetts. 

R. G. BUCKLEY 
George H. McFadden & Brother, Phil- 
adelphia. 

RatpH E. Burks 
Standard Accident Insurance Company, 
Detroit. 

Harry C. CARR 
Bayuk Cigars, Inc., Philadelphia. 

FreD E. DEPINET 
The Ott W. Siebert Company, 
Massachusetts. 

SHANNON M. GAMBLE 
Standard-Coosa-Thatcher Company, Chat- 
tanooga. 

C. H. GIBNEY 
Willard Storage 
Cleveland. 

Homer P. GorF, JR. 
American Maize-Products Company, New 
York City. 

H. H. HOLLINGER 
Firestone Tire 
Akron. 

Otto C. KEIL 
Mueller Company, 

J. A. KEOGH 
Allis-Chalmers Mfg. 
waukee. 

RONALD P. KING 
Lockheed Aircraft 
bank, California. 

C. M. LUSSIER 
Oswego Falls Corporation, Fulton, New 
York. 

Stuart D. MAcLAREN 
Heywood-Wakefield Company, 
Massachusetts. 

H. Y. McLEIsH 
McLellan Stores Company, 
City. 

JouHN W. Moore, Jr. 
Continental Credit Corporation, Winches- 
ter, Indiana. 

S. M. SMALLPAGE 
New Orleans Public Service, Inc., New 
Orleans. 

ROBERT M. THORNBERRY 
The Richardson Taylor-Globe Corpora- 
tion, Cincinnati. 

Harvey E. ULRICH 
Campbell Sales Company, Camden. 


Company, New 


Gardner, 


Battery Company,. 


& Rubber 


Company, 


Decatur, Illinois. 


Company, Mil- 


Corporation, Bur- 


Gardner, 


New York 





PHOTOGRAPH OF DINNER 
NMOUNTED glossy _ prints 
of the photograph of the 

Fifth Annual Dinner of THE 
CONTROLLERS INSTITUTE OF 
AMERICA, held October 6, 1936, 
at the Waldorf-Astoria Hotel, 
New York City, may be had at 
$1 apiece by addressing the pho- 
tographers, Drucker & Baltes 
Company, Inc., 106 West 43rd 
Street, New York City. It is an 


exceptionally good picture of the 
assemblage. 











PERSONAL NOTES 


Mr. E. E. Williams, treasurer of the 
American Optical Company, who was one 
of the first to become a member of The 
Controllers Institute of America, and who 
served as a member of its Board of Direc- 
tors during its first year, was made a 
trustee of the American Optical Company 
on September 2, by election. The American 
Optical Company is a Massachusetts Vol- 
untary Association. To become a trustee of 
such an organization is regarded as a great 
honor and as recognition of exceptional 
business talents. Mr. Williams is a member 
of the Advisory Council of The Control- 
lers Institute of America. 


Trained Men Available 


Thoroughly equipped to assist busy execu- 
tive. Many years of experience in account- 
ancy, production, human relations and ad- 
ministration give him a wide concept of 
factors involved in making a concern prof- 
itable. 

Accustomed to responsibility. Has han- 
dled large sums of money. Knows how 
to take orders as well as give orders and 
follow through. Knows how to get along 
with people. Can carry a heavy load and 
work under pressure. Thoroughly enjoys 
analysis and getting down to the bottom 
of things. 

Is a Christian, 54, physically and men- 
tally active. Wants opportunity to prove his 
worth. Moderate salary. Number 78. 


Treasurer-Controller: Presently employed 
in these capacities—is seeking new connec- 
tion with larger company. Unusual experi- 
ence in public utility operation and regula- 
tion, standard costs, registration of securi- 
ties, with S. E. C. financing, and reorganiza- 
tions, C. P. A. Possesses judgment and 
tact; ability to organize; keen imagination. 
Excellent references and connections. Age 
35—Protestant. Number 80. 


Copies of September number of THE 
CONTROLLER available, with history of 
THE CONTROLLERS INSTITUTE OF AMERICA. 


SOME EXPRESSIONS 
CONCERNING SPECIAL 
ANNIVERSARY ISSUE 


To Managing Director: 


I want to congratulate you on the fine 
anniversary number of THE CONTROLLER 
which you published last month. It is un- 
usually attractive in its appearance and 
arrangement, and you have ample cause 
for taking keen satisfaction in this num- 
ber of the magazine. 


U. S. GREENE, C.P.A. 
Binghamton, New York 


To Managing Director: 


May I take this opportunity to say that 
the Fifth Anniversary Number of THE 
CONTROLLER is a very excellent piece of 
work? You are to be congratulated on its 
appearance. 

The summary of the work of the past 
five years is very, very well done, and you 
can rest assured that this number will go 
into the permanent files of many control- 
lers of the country. 

E. E. WILLIAMS 
American Optical Company 


To Managing Director: 


Please accept my congratulations on the 
anniversary number of THE CONTROLLER. 
It is most attractive and interesting. 


ARTHUR E. HAL 
Chicago Daily News 


To Managing Director: 


I have received this morning my anni- 
versary number of THE CONTROLLER and 
congratulate you on its splendid appear- 
ance as well as on the general merit of 
the contents and their arrangement. 


A. J. P. EstTLIn 
Distillata Company 


To Managing Director: 


The September issue of THE CONTROL- 
LOR is more than an anniversary number. 
It is by far the best in the history of The 
Institute. Nor have I any doubt that the 
high standard will be maintained in the 
future. 

The articles on legislation affecting busi- 
ness, proper accounting procedure, taxes 
and other features are, as usual, timely 
and interesting. The field covered by THE 
CONTROLLER is neglected by our all too 
meagre technical business press. Our pro- 
fession suffers in that respect compared to 
the older ones of law and medicine. THE 
CONTROLLER, therefore, well fills a long 
felt need. 

Please accept my congratulations on 
what has been accomplished and on the 
September issue in particular. 


RANDOLPH LANE 
The N. Y. Quinine & Chemical Works, 
Inc. 











Casino Montclair ; 3 800 Rooms 


Breakfasts from 30c ; i. was a % with baths, showers, 

Luncheon from 65c¢ radios 

Hinner from $150 Single from $3.00 

Supper a Double from 4.00 

Never a Cover Charge Double, twin beds 4.56 
Suites from 5.00 


TWO ORCHESTRAS Rooms decorated in 

Dancing from Cock- “shipshape’” manner 

1 time to closing. for the nautical 
minded. 


HOTEL MONTCLAIR 


Lexington Avenue at 49th Street 
NEW YORK CITY 


A Truly American Hotel with American Traditions 


“Monthly Meeting Place of the New York City Control” 














The History of Controllership 


As Exemplified by 
THE CONTROLLERS INSTITUTE OF AMERICA 
Characterized by One Controller as ‘one of the historic 


romances of our industrial economy.” 


Read it in the September number of 
The Controller 


The Official Publication of The Controllers Institute 
of America 





WHILE THEY LAST, §@ CENTS A COPY 


One East Forty-second Street New York City 
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PUNCHED CARD ACCOUNTING 
for the MODERNIZATION 
of MANAGEMENT METHODS 


Business executives who are not fully in- 
formed regarding the basic principles of 
punched card accounting might be amazed 
at the simplicity of the method and the ad- 
vantages which it offers. With punched 
cards and International Electric Bookkeep- 
ing and Accounting Machines, intricate and 
involved reports are obtained by electrical 
machine operation. 1 


7717717777777 
g ale ale 888888 


The holes in the cards are at once a perma- 
nent record and a guide for the electrical 
mechanisms to follow. 


Pertinent data from original records 
is quickly registered in the cards by the 
ALPHABETIC PRINTING PUNCH. 


Day-by-day facts are first registered in tab- 
ulating cards in the form of punched holes. 
These facts and figures are automatically 
listed, accumulated or extended. Results are 
printed under appropriate headings to form 
accurate, detailed reports. 





International Electric Bookkeeping and Ac- 
counting Machines operate at a speed which 
provides finished reports in a few hours, 





which formerly may have required days or 
even weeks to prepare. Investigate now the 
advantages which this modern accounting 


The CARD -OFPERATED SORTING 
MACHINE next automatically ar- 
ranges the punched cards according 
to any desired classification. 


method offers. Oe 
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The INTERNATIONAL ALPHABETIC 
BOOKKEEPING and ACCOUNTING 
MACHINE accumulates the informa- 
tion contained in the punched cards 
and prints it in detailed report form. 


ACHINES CORPORATION 


BRANCH OFFICES IN 
PRINCIPAL CITIES OF THE WORLD 
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Managed Currency, or Return to Gold Standard, 
Two Courses Open 
By Dr. WALTER E. SPAHR 
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